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VALUE AND PRICE IN ACCOUNTING 


A. C. Lirrietron . 


“Behind the mirage of carefully audited financial statements, powerful dynamic economic 
forces are constantly at work tearing down and building up values’ —F orrest Walker in Ameri- 


can Economic Review, March, 1927. 


ALUE” HAS NOT ALWAYS BEEN one of 
\ the problems of accounting—if “ac- 
counting” may be conceived as in- 
cluding bookkeeping. Bookkeeping is the 
record side of business and has had a 
definitely organized existence as “double 
entry” since about the middle of the four- 
teenth century. In all that time, down to 
very recent years, little or no problem of 
value existed because, being a record, book- 
keeping dealt with what was, that is to say, 
with prices paid or prices received, and 
never with what might be, which is to say, 
value. From very early times there has 
also been auditing of a kind, but only com- 
paratively recently has “valuation” been 
a problem of auditing. For the most part, 
early auditing consisted of checking the 
accuracy of the records made; “value” was 
not a part of the record—only “price,” 
and as to price there usually could be but 
little dispute since it was an accomplished 
fact. 
Such simple conditions, however, could 
not continue in the face of the growth of 
modern business. The volume of transac- 


‘tions was itself a matter of great influence, 


for volume brought about the development 
of skilled bookkeepers whose technical exe- 
cution needed little outside checking, and 
volume made over the auditor’s task into 
one of “selective tests” —that is to say, an 
examination into important matters with- 


out a corresponding scrutiny of the details 
of all intervening transactions. 

Out of this situation grew the balance 
sheet audit, an examination of only the 
assets and liabilities, such as could yield an 
approved statement of financial condition 
satisfactory for credit purposes, yet with- 
out the work incident to a complete “audit” 
in the old sense. This was avowedly a 
short-cut inspired by a large volume of 
transactions, but since it proved satisfac- 
tory for credit purposes—the main reason 
for independent examinations of accounts 
under modern conditions—it continued to 
be accepted as an established practice of 
public accounting. 

For all of its short-cut characteristics, 
the balance sheet audit still presented con- 
ditions “according to the books’””—that is 
to say, questions of “valuation” were not 
prominent, the figures being accepted as 
representing paid-out costs. However, 
circumstances intervened which made such 
statements of financial conditions anything 
but trustworthy. Briefly, these were two. 
The first occurred in connection with the 
“trust period” in the United States, when 
consolidations were the order of the day 
and when optimistic expectations of future 
profits, or of the economies of large scale 
production, led to overvalued assets and 
excessive stock issues. Occasionally the 
“water” was expressed in a good-will ac- 
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count, but more often the properties taken 
over were valued by the new directors at a 
figure arranged to cover the securities 
issued. Under these circumstances it is 
evident that financial statements “as per 
the books” could not be accepted at their 
face value. Because of the “over-valua- 
tion” of the assets when brought on the new 
books of a merger, pressure falls upon the 
public auditor to present and certify to 
balance sheets which shall reflect “the true 
financial condition.” 

The second circumstance is strikingly 
similar, although having its own character- 
istics. It is found in the present genera- 
tion of rising prices which left the pur- 
chased assets, as recorded in the books, 
quite noticeably wnder valued as a basis 
for mergers, refinancing, etc. Hence, 
again, financial statements “according to 
the books” are unacceptable for credit and 
finance purpose. Now it is “under-valua- 
tion” which brings pressure upon the pub- 
lic accountant to present and certify to 
balance sheets which shall reflect “the true 
financial condition.” Problems of goodwill 
have now become problems of appreciation. 

These circumstances explain in a meas- 
ure why “valuation” looms so large as an 
accounting topic. So much attention is 
given in practice to the auditing side of 
accountancy, so much importance is at- 
tached to statements for credit purposes, 
that valwe occupies the center of the stage. 
But accounting is not ready, apparently, 
to go all the way with value-balance-sheets 
and make them wholly by periodic ap- 
praisals, frankly and completely single 
entry statements. Nor is accountancy 
quite ready, apparently, to go so far 
with value-balance-sheets as to conclude 
that profit is simply the difference in the 
present worth of items of two financial 
statements at different dates—because to 
do so would make appreciation surplus 
identical with earned surplus as a source 
of dividend declaration, and this does not 
seem wise. Balance Sheets by valuation, 


therefore, create serious problems of in- 
come determination, and the correct de- 
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termination of net income and surplus 
profits available for dividends is still an im- 
portant aspect of business, as important, 
perhaps, as credit and finance may be. Yet 
on the other hand, neither is accountancy 
able to hold to the purely cost, or outlay, 
balance sheets, because to do so, it is 
thought, would destroy the instrument as 
“a statement of values” which seems to be 
the sine qua non of credit granting. 

Here, then, is accounting wrestling with 
a dilemma: a purely cost balance sheet is 
unacceptable and a purely appraisal bal- 
ance sheet is unacceptable. Result: a bal- 
ance sheet which is often neither fish nor 
fowl, but containing not infrequently some 
items on an appraisal basis and some on a 
cost basis. 

The balance sheet of the present day is 
fast losing its traditional characteristics as 
a statement of the balance of the real ac- 
counts after closing the nominal accounts 
in the ledger The figures in the balance 
sheet no longer consist simply of invested 
outlays carried forward to a new fiscal 
period, although this aspect has been for so 
long presented as an essential characteris- 
tic of the double entry system. The bal- 
ance sheet is coming to be considered as a 
statement of “values” on the one hand, 
equal to whatever securities are issued, on 
the other, or a statement of “values” on 
which investors are entitled to earn a fair 
return. 

In the light of these circumstances some 
discussion of the economic nature of value 
and of the relation of value to account- 
ing may be in order. Consideration 
should be given first to value and price, 
for the failure clearly to distinguish these 
two concepts makes for confusion of 
thought today even as it did in the lifetime 
of Adam Smith and David Ricardo. 

Fundamentally, value resides in some 
one’s mind, and is attributed to or read into 
an article, rather than residing inherently 
within it. Thus value is rooted in “desired- 
ness,” in the subjective importance of the 
thing in question; in its real or fancied use- 
fulness, Value varies with individuals and 
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according to circumstances for the same 
individual; wants and tastes shift about as 
one changes in age and condition; differen- 
tial preference among men for the same 
things or for different things is the prin- 
cipal element which makes trading possible 
and keeps one man’s gain from being an- 
other’s loss, as once was thought to be the 
case. An article, therefore, can have more 
than one value at one time; in fact, it could 
conceivably have as many different values 
as there are individuals tentatively ap- 
praising it for themselves and as there are 
differing purposes actuating the indi- 
viduals. 

Assuredly value is a vague sort of a 
thing, subject to all the whims of mankind 
and turned by the least wind of altered cir- 
cumstances. It is essentially psychologi- 
cal at base, and therefore is associated in- 
separably with demand. It always lies in 
the future—quite the contrary to the old 
idea that it was stored up labor of the past 
— it is always an appraisal of needs still to 
be experienced. 

Whereas value is an estimate of what 
price ought to be, price itself is an estab- 
lished fact. Value is a subjective estimate 
of an article’s relative importance; price, 
however, is a compromise between such sub- 
jective estimates and is measured by the 
quantity of money for which the article is 
exchanged. Thus, it takes two contending 
minds to make a price, just as it takes two 
to make a contract; a value, however, can 
exist in one mind alone, untouched by an- 
other. But there is no price in the eco- 
nomic sense except for closed transactions 
—exchanges. All else is estimate—tentative 
prices—price tags, so to speak. Bids and 


offers are not prices; they are tentative . 


attempts to find a price, i.e., to find a com- 
mon meeting ground of two valuations. 

A seller’s announcement (offered price) 
is not “value”; it is not even the seller’s 
own “valuation.” It is simply his attempt 
to read the minds of the whole body of pur- 
chasers. The merchant seeks to guess the 
strength of the demand and to set his fig- 
ures accordingly; if sales do not follow he 


knows that the guess was wrong. He may 
then change the figures and try again, or 
he may attempt to influence demand in 
other ways—advertising and the like. If 
a sale is made, a price has appeared. The 
seller may never know whether or not he 
could have gotten more had he asked, for 
the buyer’s valuation is within his own 
mind and not in the price he paid. The 
price of a closed transaction is usually as 
near as one can get to a definite expression 
of the buyer’s valuation. 

Thus bid and offer prices are a means 
of bringing about a meeting of wills and a 
resulting transfer of commodities; in a 
sense, prices, that is, words and figures, 
are mere signs and symbols representative 
of the reality which is in the mutually sat- 
isfactory exchange of commodities. And 
it is precisely in this capacity of symbol 
representations as realities that prices 
come into touch with accounting. Ac- 
counting, in all of its analyses of an infinite 
variety of transactions, and in its records 
of innumerable financial occurrences, seeks 
to embody the realities of the moment in 
permanent figure representations—in sym- 
bols which lend themselves to arithmetical 
summarization and manipulation. 


Yet compare this purpose of accounting 
with the following terminology and defini- 
tions which Prof. Kester has summarized: 


Market value — current bid price 

Sales value — current selling price 

Reproduction value — outlay necessary to 
duplicate an item in construction 

Replacement value — outlay necessary to 
duplicate an item by purchase complete 

Scrap value = price an item would bring 
as old metal, etc. 

Liquidation value — price an item would 
bring under forced sale in winding up an 
enterprise 

Cost value = price paid, outlay 

Capitalized earnings value — estimated 
price on the basis of absorbing all the 
average earnings at some accepted rate. 


Going value — price one would pay (above 
depreciated cost) to be spared the 
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trouble and expense of getting an enter- 
prise established 
Service value — useful life in terms of units 
other than price 
Depreciated value — cost (or other price) 
less the expirations due to the passage 
of time and the effects of production 
Intangible value — prices set upon intang- 
ible assets or excess earning power 
Tangible value — price set upon tangible, 
or physically present, assets 
Here is a considerable portion of the 
established accounting usage of the term 
“value.” As may be seen from these defini- 
tions, the word is used quite consistently in 
the sense of price—market price, liquida- 
tion price, etc. The terms “value” and 
“price” are better differentiated than made 
synonymous. There are two elements pres- 
ent, not one: there is the subjective estimate 
of the individual, and there is the objective 
symbol of a closed transaction. They are 
no more the same thing than a man’s shad- 
ow is himself, and even though long usage 
may have given unshakable sanction to the 
word “value” in accounting, such a word 
usage should not be allowed to obscure and 
confuse a definite idea difference. 
Accounting is concerned with “price,” 
however greatly the business man may be 
concerned with “value.” Business men 
must of necessity estimate “value”—i.e., 
judge the importance which this or that 
object probably has in the mind of the buy- 
ing public—and the buyer must also weigh 
alternatives and makes choices—i.e., esti- 
mate “values.” This process is inescapably 
associated with all business and all con- 
sumption. But the accounting of the pro- 
cess is concerned only with realities— 
“price.” When accounting is loosed from 
this anchor of fact it is afloat upon a sea of 
psychological estimates which, however im- 
portant they may be to business manage- 
ment, are beyond the power of accounting, 
as such, to express. 


Much of the loose usage of “value” in 
accountancy may perhaps be due to the 
generally held view that value in business 
has a cost base, that Price — Cost + 


Profit. As a matter of fact: Price — Cost 
== Profit. This latter expression is by no 
means equivalent to the first one. Math- 
ematically, the transposition of one item of 
the equation does not change the expres- 
sion; arithmetically the results are the same 
when all three factors are known. But 
economically the equations are not ident- 
ical. “Price” (value) is not a derived ele- 
ment; for “profit” is unknown until ex- 
change occurs, and cannot be added in ad- 
vance to cost; profit is not a percentage 
added arbitrarily to cost. Actual price and 
real profit appear together when an ex- 
change has taken place. Until that time the 
first equation really is: Offered-price — 
cost +-expected-profit. But in reality, 
profit, rather than price, is the important 
unknown. After an exchange has occurred 
price is known, cost is known, and profit 
results from the subtraction of the two. 
Profit, not price, is the derivative. It is 
misleading, therefore, to think of the ele- 
ments in the form of the first equation, 
since there the plain implication is that 
price (or value) is the derivative. 

In like manner there may be confusion 
of thought in the phrase “an article is 
worth what it costs.” From the standpoint 
of a buyer this is probably not far from 
the truth, if it applies to a complete trans- 
action. For him the article is worth at 
least what it cost him, and may be worth 
more than cost in case the buyer would have 
paid more if he had been forced to do so 
(consumer’s surplus). 


But the phrase usually refers to the 
stock of salable goods of a seller or pro- 
ducer. On what basis can such goods be 
worth what they cost? Only upon the 
theory that cost is the basis of value. But, 
it should be noted, things are not useful 
because they cost effort, effort is expended 
because things are useful; goods are valu- 
able not because they cost something, costs 
are incurred because goods are valuable— 
or are thought to be valuable. Hence cost 


is not the basis of value; if cost is a pro- 
per basis for the inventory of a stock of 
unsold goods it must be for other reasons 
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than that it expresses the value of the 
goods. As an expression of the investment 
in goods, cost is quite acceptable, but not 
as an expression of their value. 

Another evidence of some misconception 
of the influence of “cost” in business is 
found whenever business men discuss unfair 
competition. Competitors offer unfair 
competition, it is said, when through ig- 
norance of real costs they sell at prices 
which do not cover real costs. This is 
indeed serious competition, and a fit sub- 
ject for eduction by trade associations 
and others. But it is not, as is usually 
implied, an indication that prices are es- 
tablished by low cost producers. 

A producer who is ignorant of his real 
costs is practicing self-deception in regard 
to his profits, and this may lead him to be 
content—for a time—with less than rea- 
sonable price. But actual costs are none- 
the-less real because they are not recog- 
nized; real costs have to be covered in some 
way. It may be covered out of price, out 
of profits, or out of capital. Costs do not 
vanish ; outsiders do not donate their goods 
and services; if price does not cover these 
and leave a profit, then profit—never costs 
—is cut into by the situation; and if the 
price is such that costs are not even met, 
then the goods and services acquired 
(costs) are paid for in part out of capital. 

The ultimate consequence of a continua- 
tion of these circumstances is obvious—the 
producer who persists in his ignorance elim- 
inates himself and releases the market from 
the menace of his acts. He is not a “low 
cost producer” but a low profit maker. He 
is a thorn in the side of the trade because 
he is content—knowingly or not—with 
less real profit than the others, and not 
because his costs are lower or because his 
“cost” plus profit, make lower prices. 

The real nature of cost, in relation to 
price, is to furnish on supply side the limit- 
ing factor to price—the point beyond 
which production cannot be maintained. 
One can sell a part of his total product 
consistently below real cost—provided 
other items carry enough profits to com- 


pensate; one can sell all of his products 
below real costs—provided the attempt is 
only temporary. But to sell all the pro- 
ducts always below cost would soon exhaust 
the whole capital and thus eliminate the 
producer—his cost has been his limiting 
factor. 

Cost is not, therefore, the basis of price 
by the addition of profit; it is the working 
limit of successive subtractions from “ten- 
tative price” in the process of finding the 
figure at which exchange will actually take 
place. One guesses what people will pay 
and guesses again if the first turns out 
badly, deducting something meanwhile from 
the first offer. Cost is the warning point 
in this process of successive deductions; it 
may be disregarded for a short time or 
for a few items, but ultimately its control 
is effective. , 

We know that the cost or purchase price 
of an article bought for resale is not nece 3- 
sarily a measure of its value—we have seen 
too many “marked-down sales” and too 
much unsalable stock on the shelves to be 
really deceived, although terms like “value,” 
if loosely used, sometimes confuse the issue. 
We know that no buyer feels any compul- 
sion to pay as much as an article costs or 
more; he judges its worth to himself, and 
either pays the asking or not, accordingly. 

It is true that we do not hesitate to use 
cost prices in the accounting records, but 
this is not analogous to considering that 
figure as value. The cost price is an ascer- 
tained fact, an expenditure, a closed trans- 
action; as such it calls for a “tentative” 
record so the fact shall not escape us when 
in due time cost price becomes a pertinent 
factor in the calculation of profit. But 
what will happen next to the article itself, 
what its value will prove to be—this re- 
mains to be seen when actual exchange has 
taken place. The record is not intended to 
represent value, but rather to set forth a 
cost, an outlay, an item in suspense, so to 
speak. The situation is much thesame with 
the cost of goods made rather than pur- 
chased complete. The record, such as a 
process inventory or finished goods inven- 
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tory, is a record of recoverable outlay, and 
not a record of values. Like goods pur- 
chased, the goods manufactured are, as it 
were, in suspense awaiting final disposi- 
tion—they are a type of investment, 
nothing more. What they are worth will 
depend upon future circumstances, not 
upon past acts. 

In the final analysis the value of goods 
for consumption depends upon the scarcity 
of the goods themselves and the relative 
urgency of the consumers’ need for them. 
Past costs as such have no influence; under 
pressure very widely differing prices will 
be asked and paid. But probable future 
costs will bulk large in the formation of 
present judgments. In the meantime, how- 
ever, outlay cost is a definite quantity which 
acts as a record of temporary investments, 
while real value (consumer’s esteem) is in 
the process of determination in the market. 

Productive equipment is subject to simi- 
lar reasoning. If buildings or other fixed 
plant are acquired or built, their cost is 
recorded as the only fact about them which 
we know to be a fact. What the fixed assets 
are worth depends upon other considera- 
tions. “The demand for all productive 
means, without exception, proceeds from a 
consideration of the probable physical yield 
and the anticipated prices of the products 
on the market. .... Every economic value 
is an appraisal of needs still to be exper- 
ienced.” (Von Wieser—“Social Econom- 
ics,” p. 203 and 288.) “The value of the 
means of production is regulated in the 
last resort by the amount of marginal util- 
ity of their finished product... .. We say 
that the value of the means of production 
is regulated by the value of the products.” 
(Boehm-Bawerk—‘“Positive Theory of 
Capital,” p. 182 and 184).* 

Such is the relation between cost and 
value for goods or equipment bought com- 
plete or produced on the spot. There may 
be a further question, however, in relation 


1In addition to these as the basis of the value 
of plant (going concern), it would seem that a good 
deal might hinge upon the ability of the manage- 
ment to keep expenses, ete., in such proportion to 
the demand for the product that net profits result. 


to subsequent prices and the specific goods 
or equipment, since changes of price level 
are often considered as necessitating a 
change in “values” for accounting state- 
ment purposes. 

Fluctuations in the repurchase price 
of goods held for resale, of course, call for 
corresponding changes in resale (offered) 
prices. The merchant who fails to mark 
up his prices as replacement costs increase 
is probably selling for less than his com- 
petitor who bought after he did, and thus 
the former may lose a profit which he might 
have had; the merchant who fails to mark 
his prices down when the market falls will 
lose business to his competitors who bought 
later than he did. 

There can be little question, therefore, 
regarding the pricing policy. But there 
is a serious doubt whether subsequent price 
changes can be considered as affecting re- 
corded accounting. Price fluctuations for 
replacements may suggest that consumers 
are now setting a higher value upon these 
goods, and consequently will pay a higher 
price for them—or that middlemen think 
consumers will. But until consumers take 
our goods (and thus prove the effective- 
ness of demand with respect to these identi- 
cal articles) there is no justification for a 
change in the accounting presentation— 
unless, to be sure, we are to go to the length 
of saying catagorically that it is the func- 
tion of accounting and of accounting state- 
ments to set forth sales prices and repro- 
duction prices. Yet, as stated at the begin- 
ning, there is little to indicate that either 
business men, bankers, or accountants are 
ready to turn wholeheartedly to single en- 
try statements at current market apprai- 
sals. 

There are two sides to value, namely, 
the demand side and the supply side. The 
business man must be always guessing at 
demand, at people’s wants; he is always 
changing prices—not so high as to drive 
trade to seek substitutes, not so low as to 
miss a possible profit. The information 
on the demand side is intangible ; it consists 
of shrewd surmises and keen observation— 
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of “reading the market,” “feeling the pulse 
of demand.” ‘This is the subjective side 
where the questions are such as these: what 
do people want; are tastes or fashions 
changing; has consumer purchasing power 
improved, and the like. 

On the other hand, the business man is 
constantly conctrned with the supply side. 
For him this is tangible, concrete, and un- 
der his control. Here it is a question of 
directly determinable outlays, investments, 
processes, and perhaps a question (after 
the market has been tested a little) of cut- 
ting costs, lowering expenses, increasing 
turnover, speeding production. 

Accounting can be of little or no service 
on the demand side, for accounting cannot 
deal with human wants, tastes, reactions. 
On the supply side, however, accounting can 
be of much service in keeping the business 
man informed regarding the limits below 
which there will be no profit, regarding the 
points at which expenses might be reduced, 
and regarding the inner workings of his 
carefully proportioned investments. These, 
however, are all questions of cost or price 
—never questions of “value.” 

Cost is not value and is not entered in 
the accounts as such; cost is a “refusal 
price,” the point at which profit or loss 
begins. The business man’s real interest 
in cost, therefore, is not in connection with 
setting prices or measuring value, but 
rather in the calculation of profits. On 
the basis of the profit (or loss) he with- 
draws this product from the market or adds 
that new one, thus influencing prices; or 
he cuts his costs—that is, he accepts the 
prices as determined elsewhere, yet con- 
tinues to contribute his influence by keep- 
ing his supply on the market. 


Economics is interested in the causes of © 


value and in the explanation of the social 
phenomena connected with the process of 
satisfying human wants. Of necessity it 
must be in part psychological and con- 
cerned with subjective elements. Such 
things as individual esteem, labor pain, con- 
sumer’s surplus, utility, and the like un- 
avoidably receive much attention because 


‘it is “society” which is under examination 


in economics. 

The business man, however, views society 
not in the broad for ultimate causes, but 
as an individual bent upon seizing a profit 
out of acting as an intermediary between 
demand and supply. In his contact with 
demand he must work in a practical way 
with subjective elements, wants, tastes, etc. 
In his contact with supply the business man 
deals with concrete units of goods, equip- 
ment, and services at definite contract 
prices. His success is conditioned as much 
by his choice of prices as by his choice of ; 
the kind of goods and number of units. 

Between these two—supply and demand— 

the business man achieves his profit. Ac- a 

cording to his discernment and powers of | 


observation in connection with demand, ac- 

cording to his skill in efficiently combining 

suitable materials and services in connec- 

tion with supply, he profits well or poorly. i 
Accounting stands by to serve in connec- . 

tion with the second phase only of the bus- 

iness man’s activity—the supply or cost 

side. Its particular service lies, not in at- 

tempting to measure esteem (that is, val- | 

ue), but rather in the individualistic func- 

tion of recording capitalistic investments 

and advances, and of weighing these against 

the returns flowing from them under the 

influence of management. 
The business man, the banker, the in- 

vestor, may have many occasions to “evalu- 

ate” a property, or prospect, or market, 

or stock of goods, but accounting never 

has. Accounting is a record function, not 

a valuation function. In the process of 

his professional service, the auditor has 

many occasions to present financial state- — 

ments to clients which shall aid them to } 

“evaluate” one thing or other, but his 

statement is never really a statement of 

“values,” for values are too momentary and 

too subjective to be clothed in figures. The : J 

presentation must be a statement of prices 

—just what prices, however, is still a sub- 

ject of debate, perhaps the most central 

subject of debate in modern accountancy. 
If cost prices only are used, then book- 
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keeping logic and tradition are both satis- 
fied, but not the bankers contemplating 
an extension of credit, not insurance com- 
panies expecting to contract for protecting 
indemnities, not promoters planning mer- 
gers or refinancing with the attendant sale 
of securities to the public. These interests 
want the statements to show “values,” 
meaning, one must conclude, selling prices, 
or replacement prices, or “going” prices. 
And one can not censure any of them for 
wanting such information—figures of this 
sort are necessary to their good judgment 
before making a committment. To be sup- 
plied with such figures is a reasonable ser- 
vice to ask and clearly one of an account- 
ing nature, too. But it is an open question 
whether it should be rendered without at the 
same time making the cost figures clear. 

From the standpoint of credit granting 
alone the function of accounting might seem 
to be to present a statement of the finan- 
cial condition of the enterprise concerned, 
and this, of course, will be largely a ques- 
tion of “valuing” the various items on the 
balance sheet as of the outside conditions 
at the moment. The result of accepting 
this as the primary function of account- 
ing is to introduce the influence of fluctua- 
ting price levels, thus making the “valuing” 
of inventories a matter of “cost or market 
whichever is lower,” and often making the 
“valuing” of plant assets a matter of ap- 
praised reproduction cost less accrued 
depreciation. 


From every standpoint other than credit 
granting, the function of accounting would 
seem to be “to register all values [prices?] 
coming into the particular business, to fol- 
low their course within the enterprise, and 
to note their final disappearance from the 
business” (Paton—Accounting Theory, p. 
6). The balance sheet under this conception 
of the function of accounting would con- 
sist of ledger balances of cost prices car- 
ried forward to subsequent periods. If 
credit granting interests desired more in- 
formation than that shown by this cost 
balance sheet, such additional facts could 
be shown—either in short, in parenthesis, 
or in footnotes—as would enable the reader 
to “value” the inventory, the plant assets, 
or the whole enterprise, for himself. 

Accounting, under these last circum- 
stances, would become a matter of produc- 
ing the most accurate statement possible of 
purely cost facts, supplemented by as bread 
a presentation as possible of collateral data 
which were pertinent to the several read- 
ers’ purposes. The auditor under these 
conditions, instead of proclaiming a dis- 
inclination to venture outside of the realm 
of known facts while at the same time ac- 
cepting “value” (an obvious estimate) as 
the basis for certain items, would frankly 
and plainly separate the two antagonistic 
elements and certify to the cost facts, while 
at the same time supplying (but not certi- 
fying) the needed “value” figures for the 
readers’ greater service. 
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(The first part of Mr. Robbins’ paper appeared in the June Review. Following is the second 


and concluding part.) 


Ts 18 THE sECOoND and concluding 


artic e on the problem of whether 

every corporation should be com- 
pelled by law to publish detailed reports of 
internal affairs. In the first article the pro- 
posal was defined and its advantages dis- 
cussed. The present article considers the 
objections to the proposal, makes some gen- 
eral observations on the problem, and draws 
conclusions from the survey. 

Among the arguments in support of the 
proposed legislation a considerable amount 
of propaganda was encountered. Very con- 
vincing theories were put forth in some in- 
stances, which upon close scrutiny. proved 
wholly fallacious. The same deceptiveness 
will be found among the objections in a 
still greater degree. In fact a dis- 
cussion of the objections is a grand ex- 
posé of misleading arguments that have 
been broadcast by the defense in order 
to develop a strong public opinion against 
the proposed law. For these purposes, 
as we shall see, all sorts of devices are 
employed: partial truths are given, the 
various tricks of logic are used, and many 
of the fears and predjudices of mankind 
are played upon with strong effect. It is 
our immediate task to state the objections, 
point out their shortcomings, and endeavor 
to extract from the tangled mass those fac- 
tors which when stripped of their colorful 
camouflage still stand as objectionable fea- 
tures to the propsal. 

(a) Salient among defense arguments 
stands the objection that a law which re- 
quired publication of corporate affairs 
would be in violation of the private rights 
of corporations. The private business cor- 
poration, it is said, is a private concern 
just like a personal enterprise or partner- 
ship and the public is not justified in med- 


dling in its affairs—at least not so long as 
the corporation deals fairly with its custom- 
ers. Rather convincing, this, unless one 
should be so super-critical as to question 
the validity of the terminology. On the 
surface it certainly would seem that private 
business corporations possess rights of 
privacy. But how did it happen. that the 
term “private business corporation” came 
into general use? 

When it was discovered that certain cor- 
porations were non-profit or eleemosynary 
institutions, they were dubbed “‘public cor- 
porations” and all other corporate con- 
cerns were called “private business corpora- 
tions”—carelessly and for want of a better 
name. The term has been used so long 
now, and corporations in general have 
maintained privacy so well, that it has come 
to be accepted that in fact corporations 
possess the same rights to privacy as nat- 
ural persons. It is peculiar how an inac- 
curate terminology, if employed for a long 
time, finally may be accepted as an unques- 
tionable truth when given a literal mean- 
ing. The words we use are powerful little 
things either to aid or deceive us. 

The contention that corporations pos- 
sess the legal right to privacy cannot stand 
close examination. Fundamentally the dis- 
tinction between the rights and privileges 
of persons and corporations is this: A natu- 
ral person possesses all those rights not 
denied him by law, while a corporation has 
only those rights specifically granted to it 
by the act of the legislature under which it 
is created. Therefore, since corporations 
have not been granted the private rights 
of a citizen, it is obvious that these so-called 
“privacy rights” of corporations are 
simply a parcel of self-asserted fiction. 

If in the end it should be found that the 
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present proposal is a happy one, it is for- 
tunate that corporations have never been 
granted rights of privacy against public 
inspection, for otherwise a problem of 
vested interests would stand stubbornly in 
the path of economic progress through 
helpful legislation. 

The creation of corporations is an act 
of the state legislature which permits per- 
sons to engage in business enterprise with- 
out being subject to personal liability for 
the debts of their venture. Thus men who 
participate in business under the corporate 
form of organization are freed (with few 
exceptions) from the possibility of losing 
more than their investment in the enter- 
prise—a privilege not allowed private citi- 
zens who are fully liable for all creditor 
claims against them. Such an act on the 
part of the legislature is justified only on 
the ground that men are able to produce 
more efficiently with this form of organiza- 
tion. For this reason it behooves the legis- 
lature to increase the utility of its protégé 
at every opportunity. The legislature may 
require of corporations anything it de- 
sires, yet it sometimes appears that the 
legislature has given birth to an unruly 
child. In true American style the child sits 
up and dictates to its parent, and curi- 
ously enough the legislature often appears 
to be intimidated by the self-asserted rights 
and authority, but nevertheless real power, 
of its offspring. Sometimes new require- 
ments are made to improve the productive 
efficiency of corporations and then the cor- 
porations themselves rise to fight the meas- 
ure. One can only marvel at the audacity 
of those corporations which complain of 
strengthening the sole reason for their ex- 
istence. 

(b) Another prominent objection to the 
proposed law is that enforced publication 
of all corporate affairs would remove not 
only the possibility of short time monopoly 
gains but also destroy all incentive to fur- 
ther economic development and progress. 
Some chance of large secret profits, it is 
urged, is a necessary stimulus to economic 
progress. Business men cannot be ex- 


pected to trouble themselves with the divis- 
ing of better methods of production, cer- 
tainly they would not risk the cost of ex- 
perimentation and development, if they 
were forewarned that all additional profits 
to be gained in this manner would be de- 
nied them by the automatic action of un- 
fettered competition. In a word, great risk 
of loss cannot be assumed unless there are 
correspondingly large possibilities of gain, 
and much economic progress does involve 
a high degree of risk. If the earning of 
large profits be published, new competitors 
will jump in to destroy them, so why work 
your head overtime to devise better meth- 
ods of production and raise your gains 
above the competitive level? 

This argument is more forceful than 
true, yet it does embody some grains of 
truth. The construction of a railroad 
through virgin territory, the introduction 
of a new industry (it is rubber today), are 
but two examples of ventures in economic 
development attended by the highest risk. 
To repeat, no sane man in business primar- 
ily for profit can afford to assume such risk 
unless it be accompanied by chance of com- 
mensurate gain, unless, more specifically, he 
be assured in advance that profits greater 
than those allowed by unhampered compe- 
tition may be his reward. 

Although they are extremely important 
such ventures are not great in number. 
Moreover these undertakings are generally 
protected in one way or another against 
competition for a considerable period. This 
applies for example to the two ventures 
alluded to above. A new railroad is given 
in most instances assurance against a com- 
peting franchise being granted for a long 
number of years, and sometimes receives 
a subsidy from the government in the form 
of a land grant as encouragement. While 
the venture in domestic rubber cultivation, 
should it prove an economic success, is self- 
protected against competition for several 
years by the long lapse of time that neces- 
sarily ensues between planting and fruition. 
It may be said parenthetically that rubber 
is an unfortunate example in that the un- 
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dertaking is not expected to be highly 
profitable if it succeeds at all. It is rather 
an experiment to test the feasibility of 
developing a domestic supply of rubber for 
purposes of self-defense against the foreign 
combination in the industry, which has been 
ity of exacting exorbitant prices, and to 
preclude the chance of being severed from 
the sources of supply during war. Still 
the rubber industry illustrates the self-de- 
fending qualities of an early start and 
foothold more clearly than the classic ex- 
ample—domestic silk manufacture. 

The forcefulness of the defense argument 
diminishes still further when in addition to 
the above one recalls the fact that the Fed- 
eral Government offers as a premium a 
legal monopoly for seventeen years, in the 
form of a patent-right, to those men who 
risk their funds and energy in the develop- 
ment of new devices and methods for pro- 
motion of the productive arts. 

Finally we should not overlook the fact 
that some new enterprises are protected 
against competition by the mere difficulty 
that newcomers must encounter in entering 
the field. If the industry be one that is 
subject, as most manufacturing industries 
are, to diminishing costs or increasing re- 
turns—that is, if the cost of production 
per unit decreases as the quantity pro- 
duced increases—then the original pro- 
ducer in the field possesses a strong natural 
advantage in his fight against all would-be 
competitors. For example consider the 
field of low-priced cars in the automobile 
industry. Henry Ford gained the original 
foothold and launched quickly into quan- 
tity production. He could sell his product 
cheaply because his manufacturing costs 
were low as a result of the enormous volume 
of cars produced. After this round of 
events was once set in motion, how could 
a new competitor enter the field? The new- 
comer could not start in a small way be- 
cause if only a few cars were manufactured 
the unit cost of production would have been 
so high that the product could not have 
been sold in competition with Mr. Ford’s 
ears. He could not begin quantity manu- 


facturing at the outset, for even though 
sufficient capital were raised to construct 
the large manufacturing facilities, there 
would have been no ready market to absorb 
the quantity production of a new automo- 
bile. For a long time no one was able to 
break through the vicious circle of cireum- 
stances and Henry Ford found himself in 
possession of a monopoly so profitable that 
it made him the richest man in the world. 
The truth is that Mr. Ford became the 
world’s most popular monopolist, but the 
world has never recognized the fact. 

Thus upon examination we find several 
factors to assure the projector of new 
ideas and enterprises against the action of 
unhampered competition. He still has the 
protection of governmental franchises and 
patent-rights, the advantage of public sub- 
sidies, the advantages of an early foothold 
such as first choice of location and distribu- 
tors, and the acquision of good will and a 
supply of skilled labor, and finally he is 
defended by the great obstacles that new 
competitors must overcome in order to gain 
an entry to the field. The only defense 
that the proposed law would ask him to 
forego is the opportunity to reap greater 
than competitive profits when that oppor- 
tunity is based solely upon the ignorance 
of his good fortune. Briefly, he would at- 
tract competition by the display of his 
gains, but he would not be denied any of his 
former protection against the new competi- 
tion. 

The objection now stands, with all 
camouflage removed, ready for appraisal. 
Some men might abandon their plans to 
launch new projects if they were fore- 
warned that they would be compelled to 
publish all earnings. We are dealing here 
with possibilities, but not with actual prob- 
abilities. Some men might abandon their 
plans, we say, yet would they? And if so, 
how many? Perhaps it is safe to assume 
that a few ventures in new directions would 
never be undertaken. Assuming this to be 
true, what would be the net effect on so- 
ciety as a whole? It must be remembered 
that only a very small percentage of new 
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projects are successful; the large majority 
are expensive experimental failures, while 
only a few prove in the end to be real con- 
tributions to mankind. Thus it is reason- 
able to suppose that the proposed law might 
operate to avoid some wasteful experiments 
as well as to prevent us from undertaking 
some good ones. After the good and bad 
had been cancelled against one another, 
what would be the net result? No one 
knows. 

In the discussion of this objection atten- 
tion has been focused on the possible influ- 
ence of the proposed legislation on new 
business projects. It has been assumed that 
the well-established fields of business en- 
deavor would not be adversely affected. 
This assumption has rested on the belief 
that the action of competition, which might 
curtail new ventures, would not discourage 
the performance of the routine tasks of 
industry as distinguished from invention 
and progress, for competitive forces func- 
tion like automatic mechanical governors 
(with a few exceptions) to release greater 
encouragement when the work becomes dis- 
couragingly hard. Perhaps these assump- 
tions were not justified. 

(c) Another objection not entirely un- 
founded on fact is urged by the defendants. 
It is stated that a highly profitable business 
would suffer a loss in sales volume if its 
customers were to learn that large profits 
were being made on their purchases. This, 
it is said, would be unfair to those already 
established in business. The loss in sales 
volume, and consequently in profits, would 
result because in the first place buyers are 
reluctant to pay more than what they con- 
sider to be a reasonable price and profit 
for the seller; in the second place, fore- 
knowledge of large profits cause prospective 
customers to become suspicious of the qual- 
ity of the merchandise. Therefore, the ar- 
gument continues, some sales would be lost, 
and many of those consummated would 
embody an undesirable element of begrudge- 
ment and suspicion on the part of the buy- 
ers. 


This objection appears to be not only 


very reasonable, but also important. Stil] 
it must be remembered that we are deal- 
ing with propaganda and nothing may be 
accepted at its face value except at the 
peril of being deceived. Not a single stride 
may be taken forward without examining 
the ground beforehand lest we step into a 
trap and fall prey to the guide who has 
his own axe to grind. In this particular 
instance the examination is interesting be- 
cause, in addition to exposing deception, it 
rubs elbows with one of the fundamental 
pets of our accepted social philosophy. 
On first sight it does seem unfair to cut 
down a merchant’s sales volume by making 
customers suspicious of the quality of his 
merchandise. The defense states that a dis- 
play of large profits would do just this 
thing. But after all is it not true that if 
the fears of purchasers are well-founded the 
objection cannot be sustained? Certainly 
it is not sound public policy to encourage 
the selling of inferior goods at the market 
prices prevailing for articles of standard 
quality. If the merchant who is reaping ex- 
cess profits, is selling inferior goods at stan- 
dard prices as a result of advertising decep- 
tion or some other trick-of-the-trade, then 
the public interest demands that purchasers 
be given something to make them suspicious 
of the quality of the goods they are buy- 
ing. 
Let us shift our attention to the cases 
in which the fears of purchasers are not 
well-founded. Suppose for example that 
the merchandise is not inferior, but that 
large profits are attributable to exceptional 
economies of production and selling. (The 
supposition attributes the gains to pro- 
ficiency in the operating management 
rather than to natural advantages in order 
to avoid the cumbersome problems of eco- 
nomic rent.) The public loses nothing by 
purchasing the products of such a corpora- 
tion. On the contrary there would be a 
public loss if these managers were driven 
out of business by the prejudice of buyers, 
for then the production might fall into less 
capable hands with the consequence that 
more materials and labor would be used, 
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and hence wasted, in the production while 
prices would remain unchanged. Therefore 
it would be against the public interest to 
stir up a buyers’ prejudice against our 
most efficient corporations by compelling 
them to display their large earnings. 

Stated theoretically the objection ap- 
pears more realistic than business practice 
indicates. It is true that for many reasons 
purchasers develop a prej udice against the 
products of the most profitable business 
concerns. But it is quite another thing to 
say that purchasers allow such prejudices 
to exercise an effect on their buying habits. 
The natural long run tendency is for men 
to buy from the seller who gives them the 
most for their money. Personal prejudices 
can seldom hold out against this trading 
instinct. This explains the futility of “buy- 
at-home” campaigns. Local merchants can 
never succeed by begging patronage on the 
grounds of neighborhood loyalty; their 
only salvation lies in meeting the competi- 
tive offerings of nearby cities. 

There are many examples of corpora- 
tions that have published statements of 
exceptionally large earnings without suf- 
fering any apparent decline in sales vol- 
ume. General Motors has not been boy- 
cotted yet. Evidence of the insignificance 
of this objection may be found on every 
hand where one encounters a very success- 
ful merchant despite the fact that he be 
an object of general envy and suspicion. 
His business continues to flourish because 
he offers the best buys. Customers may 
dislike making further contributions to his 
welfare, but their distaste of him is not so 
strong as their love for themselves. 

Sticklers for accuracy will recognize 
these facts, but nevertheless insist that some 
price concession—small though it be—is 
necessary to overcome the sales resistance 
thus created. Here we have Shylock en- 
deavoring to exact his full pound of flesh 
from Antonio’s body. ‘To this hair-split- 
ting there is a conclusive reply. True, the 
most efficient producer may not be able to 
retain quite a full measure of profits for 
his unusual ability, but he probably would 
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receive enough to cause him to continue 
production. Under a competitive system 
of private property it would be foolish for 
society to pay more. Greater total happi- 
ness may often be gained for society by 
taxing the excess efficiency of its more for- 
tunate members for the benefit of those not 
so blessed. This is not a radical statement. 
In fact it is the principle upon which our 
graduated system of income taxation is 
based. 


Reward in proportion of efficiency seems 
just to most persons. It is considered right 
that the man who can produce more should 
be paid more. We believe that the surgeon 
should be paid more than the mechanic. 
The surgeon always has received more, so it 
must be right. For no conscious reason 
whatever we accept as just that to which 
we are accustomed. Pay according to abil- 
ity is to be justified on utilitarian grounds. 
In order to get men to contribute their 
utmost—which is better for all men—it is 
necessary to reward them in proportion to 
their efficiency. 

Thus when we come to think of it our 
social philosophy on the subject of reward 
is no sacred matter. It is not a great 
natural law which cannot be violated with- 
out disaster. The fact is that we have al- 
tered it many ways—the income tax is but 
one example—and there is no reason to be 
shocked if the proposed legislation should 
bring about another small alteration. Still 
many persons will be taken aback by any 
change, however minute, in the existing so- 
cial order. Our notions of right and wrong, 
our ideas of the right ownership of prop- 
erty, our opinions of just relations between 
men—these are the extraordinarily stable 
foundations on which our social régime 
rests. 

(d) The actual cost of collecting and 
furnishing the information to stockholders 
is another objection urged by the defense. 
It is maintained that this is a significant 
factor when consideration is taken of the 
expense of employing accountants to devise 
appropriate accounting systems, the cost 
of the bookkeeping, the charges for audit- 
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ing and preparing reports, and finally the 
disbursements for printing and mailing. 
Once again an objection is forwarded that 
is more apparent than real. With few ex- 
ceptions every ably managed corporation 
has these reports prepared for the use of 
its executives, so that the only additional 
expense would be the cost of printing more 
copies and mailing them to stockholders. 
Incidentally it may be said that the keeping 
of records by all corporations is required 
by the Federal Internal Revenue Laws. 
Moreover it is true that those corporations 
whose affairs are managed so loosely that 
no records are maintained would find it 
profitable to mend their ways and install 
systems to yield those reports which are so 
essential as criteria for executive decision. 

The only strength in this objection is 
that it would cost something to print the 
reports and mail them to stockholders. 

To diverge a moment from the main sub- 
ject, it may be noted that the proposed 
laws would be a tremendous boon to the 
accounting profession. It is most difficult 
to understand why the profession’s Insti- 
tute or Press has not launched a campaign 
to have the proposed laws made effective. 
This could be done without any violation 
of professional ethics. A committee could 
be appointed and charged with the duty of 
investigating the problem in an unbiased 
manner ; or a prize might be offered for the 
most comprehensive and fair treatment of 
the subject in the form of a research thesis. 
It is unfortunate if some one is preoccu- 
pied or not awake to the opportunities that 
come before the profession. Not only is 
the profession in position to reap large 
gains from the proposed legislation, but 
also it is best equipped to undertake the 
task of outlining the working details. 

(e) Stockholders seldom hesitate to re- 
quest a distribution of profits. Larger 
dividends, is the constant cry most likely 
to drive directors mad. At times the de- 
mands become clamorous, especially when- 
ever it is learned that a fund of surplus 
gains ison hand. This may happen despite 
the fact that it may be to the best interest 
of the stockholders in the long run to rein- 
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vest the profits in the business. It is a real 
nuisance at times to have stockholders in- 
sist on larger dividends when the directors 
know that the funds can be used very profit- 
ably in an enlargement of plant. The de 
fense contends that free distribution of ae- 
curate accounting reports would aggravate 
this evil. Better follow the old policies, it 
is said, of concealing surplus by withhold- 
ing all reports or by making false reports 
which hide all surplus earnings. This lat- 
ter is accomplished by undervaluing the 
assets or over-stating the reserve or allow- 
ance accounts. When this is done there 
exists a “secret reserve” of profits known 
only to the corporate officers. 

Experience is rapidly teaching us, how- 
ever, that these policies are an exact inver- 
sion of the best methods of business manage- 
ment. Secret reserves are discovered in 
time and it is then that stockholders in- 
tensify their demands for increased divi- 
dends. Afterward they become suspicious 
of the truth of anything they are told be 
cause they have been deceived before. They 
hope to uncover more concealed profits by 
intensifying their cries. Those who have 
struggled with this problem find that it is 
dealt with best by making a clean breast 
of the actual situation through accurate 
accounting reports accompanied by an ex- 
planation of why the directors believe it is 
advisable to expand the business by rein- 
vesting profits. 

Directly related to this factor is the sug- 
gestion that it might be well to give stock- 
holders some basis upon which to oppose 
the tendency of directors to over-extend 
the size of a business. Directors lean to- 
ward expansion of plant because, among 
other reasons, any extension of the enter- 
prise means an increase in the importance 
of their positions. Some extensions prove 
profitable; others do not. It is believed 
that more judicious decisions on the ques- 
tion of whether to expand the scope of 
operations would be reached if some factor 
were active to counteract the natural ten- 
dency of directors to increase the magni- 
tude of the enterprise under their direc- 
tion. 
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(f) It’s unfair to compel corporations 
to open their books to the public gaze when 
no such requirement is made of partner- 
ships and personal businesses. These un- 
incorporated business concerns compete 
with corporations and it would result in 
anfair competition if the requirement were 
made of corporations alone. To this ob- 
jection there is an obvious rejoinder: The 
corporate form of organization is selected 
and continues to be held by free choice. 
Since this is true its choosers must expect 
to accept its restrictions along with its 
privileges such as limited liability of stock- 
holders. Many of us would dearly love to 
eat the cake and have it too, but unfortu- 
nately it often happens that this trick is 
not in the cards. 

Similar to this is the objection that the 
proposed law would force domestic corpora- 
tions to compete on unequal terms with 
foreign companies. It is contended that 
foreign corporations would be in a position 
to benefit from the reports of domestic con- 
cerns without giving anything in return. 
Yet this cannot be wholly true for Ripley 
reports that requirements similar to the 
one under discussion are made of corpora- 
tions in England, Germany, and Japan. 

These objections are not very important 
in themselves; their chief value lies in the 
fact that they serve to raise other import- 
ant public problems: Perhaps it would be 
well to compel all domestic business con- 
cerns, regardless of the type of organiza- 
tion, to publish detailed reports of their 
internal affairs. This suggestion, how- 
ever, is politically impossible at the present 
time. Even though it might be proved ob- 
jectively to be extremely desirable, the 
measure would be opposed by the great 
number of individual entrepreneurs. The 
other problem suggested by these objec- 
tions is the one of equalization of foreign 
and domestic competition. Perhaps if the 
proposed law were made effective some pro- 
Vision would have to be made to equalize 
the terms of foreign competition, just as 
we were compelled to qualify the applica- 
tion of the Sherman and Clayton Acts (by 
the Webb-Pomerene Act) in order that do- 


Business Secrets 


161 


mestic firms might combine to meet the com- 
petition of foreign combinations in the form 
of pools and kartels. The limitations of 
this brief survey, however, prevent more 
than a mere raising of these problems. 

(h) It may be recalled that in the first 
article we had occasion to mention the fact 
that many corporations during their first 
years have a hard struggle for existence. 
The costs of gaining a foothold in the in- 
dustry are often underestimated, un- 
expected losses are incurred, additional 
equipment and expenses are found to be 
necessary, so that the initial capital of the 
corporation is not sufficient. More must be 
raised, generally by selling another block 
of stock, and here great difficulty is often - 
encountered. ‘The original stockholders, 
and especially any new ones, are likely to 
look askance at the new venture in the midst 
of a deep struggle. Those who oppose the 
suggested legislation maintain that the situ- 
ation would be rendered only more difficult 
if accurate reports were published to notify 
everybody of the intensity of the pains of 
the young corporation. 

In reply to this objection it is said that 
the promotors should provide in advance a 
reserve of capital for such contingencies. 
Do not commence operations until enough 
capital is on hand to finance all possible, as 
well as all probable, expenditures. 

This is easy to say but hard to do. In 
a good many cases the promoters are 
forced to a showdown of either starting the 
business on a shoestring or not starting it 
at all. Only a few men can be attracted 
to the enterprise and these men have limited 
means. Then a modest beginning may be 
undertaken in the hope that the venture 
may prove profitable from the outset and 
be able to finance its own expansion out of 
accrued earnings. The automobile indus- 
try got its start largely in this way. But 
if the expected early profits turn out to be 
losses the problem arises of finding outside 
capital to aid the struggling infant. Some- 
times the problem is solved; sometimes the 
project must be abandoned with heavy loss 
to all concerned. 

There are two better replies to this ob- 
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jection. The first is that investors or specu- 
lators are more likely to come to the aid 
of a new legitimate venture if they are given 
full knowledge of all the facts relating to 
it. From the investor’s standpoint every 
unknown element in a situation‘spells addi- 
tional risk for his capital. The other reply 
distinguishes between the causes of the early 
hardships of an enterprise. It may be 
caused by mere lack of funds or it may be 
accounted for by some inherent weakness 
in the venture whose ultimate doom is thus 
predestined. If the latter be true it is bet- 
ter to let the corporation die an early death 
of starvation and thus avoid wasting addi- 
tional capital. If lack of funds is the real 
cause of trouble the business deserves addi- 
tional investment. Detailed accounting re- 
ports would help to disclose which of these 
things is at the root of the difficulty. Ob- 
viously it is better that this be known so 
that the deserving may be helped and the 
inherent failure hurried to an inexpensive 
death. 

(i) Some profitable corporations com- 
plain that if they were compelled to publish 
their earnings they would be placed at a 
disadvantage in purchasing, it being con- 
tended that the seller is more disinclined 
to shade his prices when he knows that the 
buyer is reaping large gains on resales of 
his wares. Naturally the manufacturer 
who markets his products through other 
hands wishes to retain the largest possible 
proportion of the total profit for himself. 
But can the seller increase his prices in 
order to secure for himself a larger frac- 
tion of the total profit? No, not unless 
he be a monopolist. In a competitive mar- 
ket the buyer can turn elsewhere for his 
supplies. Thus, it can be said, neglecting 
the not too important psychological fac- 
tors of the situation, that only in the few 
cases when the seller is a monopolist would 
the buyer find himself at a disadvantage as 
a consequence of having published his prof- 
its. 

(j) Finally the defendant plays his high- 
set trump card. On this trick he throws 
the ace, reserving his joker till the last. 
He maintains that while the proposed legis- 
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lation may sound all right in theory it 
might still prove disastrous in actual prac- 
tice. Numerous examples are put before 
us which prove conclusively that splendid 
theories often crash and fall apart on the 
rocks of experience. ‘Theories are too deli- 
cate to withstand the rigorous life in the 
“School of Hard Knocks”; better leave 
them in our colleges and universities where 
they are treated with greater kindness. 

When theory and practice do not coin- 
cide there is something wrong with the 
theory. The reason theories often break 
down is that the men who gave birth to 
them were lacking in the necessary powers 
of imagination to project themselves into 
the full presence of an imaginary state of 
affairs. Their theories do not take into ac- 
count some of the little factors which prove 
to be so important in actual experience. So 
long as mankind is not endowed with better 
imagination we cannot rely upon unveri- 
fied theory as our guide to action. 

If he will but look about himself the re 
former has at hand the honest material 
wherewith to oust the defense’s objection. 
A distant glance reveals that in fact some 
other countries have laws requiring corpo 
rations to furnish stockholders with detail 
information. The proposed law has been 
tried and not found wanting; the British, 
for example, have been enjoying its fruits 
for many years (See the English Companies 
Act 1908). Or if one should prefer to 
select his guiding examples from experi- 
ences in the homeland, it can be pointed out 
that a number of the largest and foremost 
American corporations have thrown out the 
old secrecy systems once for all and dedi- 
cated themselves to complete open dealing 
with their stockholders and the public. No 
one denies that the change has shown 4 
highly reputable performance. in actual 
business practice. 

Thus it will be seen that the objection 
runs amiss. The proposal is not an em 
tirely pnverified theory with which it is 
dangerous for legislators to tamper. It 
has been tested. But to this it must be 
added that the tests have not been perfect. 
The English law requires only a statement 
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of condition or a balance sheet to be pre- 
sented to stockholders, whereas the present 
proposal would include an operating state- 
ment as well. And the domestic experi- 
ences do not mean much for the reports 
have been made without compulsion, so that 
there has been no opportunity to work 
hardship on those corporations which be- 
lieve they would be injured by the law. 

(k) Meet the joker: We have too many 
laws already. We have bad laws. And we 
have too much government in business. We 
don’t want more of these things to make 
an unhealthy condition worse. 


A clown he may be, but the joker is a 
very strong little fellow. In this case he 
has nearly a strangle-hold on the public 
throat. General fear and distrust of legis- 
lation have deep roots which ramify the 
whole social body and draw sustenance 
from our prejudices. It is both interesting 
and illuminating to dig up these roots and 
examine the foundations of our almost 
natural fear and distrust of legislation. The 
foundations rest on at least a half dozen 
things. We have never shaken off our in- 
heritance of the old social philosophy of 
laissez-faire, or policy of non-interference 
of government. Many of us harbor a sub- 
conscious lurking fear of socialism, toward 
which we feel every new law is another step. 
On every hand we are confronted with giar- 
ing examples of faulty legislation. In no 
small part we are the victims of distorted 
contentions supplied by those in control of 
profitable monopolies. The large majority 
of mankind possesses an instinctive fear 
of strangers; new things are examined, if 
at all, only in a most cautious manner. New 
things are dangerous and to think about 
them is laborious. Finally it must be re- 
corded that many of us, lacking both good 
judgment and public spirit, believe that we 
ourselves are not the victims of present 
unjust conditions. We want to see them 
continue for it’s too hard to fight one’s 
way to the top on equal terms. If the 
chance is not taken away, some day we may 
find ourselves in the pole position at the 
race. with all other men running under 
handicap. 
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Let us examine briefly these foundations 
of our fears and prejudices. A combina- 
tion of the older laissez-faire philosophy 
and the propaganda furnished by public 
utilities causes us to believe that there is 
“too much government in business.” But 
is this true? It’s folly to ask the average 
man what he means in definite terms by the 
phrase. May as well ask the old darky 
cotton picker why he is a Democrat. 

Does not every one realize that some 
governmental authority has to regulate 
public utility services and rates in order to 
protect the public against these monopo- 
lies? Some of the regulation is bad, to be 
sure, but is it not better than no control 
whatever? Is there anyone today who does 
not believe that combinations in restraint 
of trade should be prevented? 

Some control there must be. The monopo- 
list cannot be trusted to fix fair prices. 
And competitors tend to form combinations 
to secure monopoly gains. As Adam Smith 
remarked in his quaint fashion of a cen- 
tury and a half ago, “People of the same 
trade seldom meet together, even for merri- 
ment and diversion, but the conversation 
ends in a conspiracy against the public, or 
in some contrivance to raise prices.” — 

Certainly there can be no objection in 
having the government place barriers be- 
fore schemes of swindle, prevent unfair 
methods of competition, and undertake to 
increase the productivity of economic en- 
terprise. It is the function of government 
to aid economical production, to prevent 
fraud, and to secure more equal opportuni- 
ties for all citizens. 

“The question is not whether government 
should undertake to control industry as a 
general principle. There can be no such 
general rule. We know that some govern- 
mental control is necessary; we know that 
some is not. The problem is to decide 
whether it is desirable in this case. To solve 
this problem we must discard our fanciful 
general principles ana decide the case on 
its own merits. . 

Our subconscious fear of socialism is an 
amusing thing. We have a lurking fear of 
dispossession of our private property. And 
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somehow—this is the peculiar thing—we 
believe that every new law is another step 
toward the socialistic state. We grasp 
tenaciously to our present system and set 
our heels against being drawn another step 
nearer the devastating monster. This is 
natural ; we always tend to draw back from 
anything we want to avoid. But it often 
happens that this is not the best method. 
In order to avoid some things we are com- 
pelled to run closely by them in making 
our escape. This applies to the present 
problem. The best method of precluding 
a revolution to change our form of govern- 
ment to socialism is to remodel our present 
system so that it will possess more of the 
advantages which are promised by the 
socialistic state. Our present system of 
private property will be made more secure 
if its abuses are curbed, and if some of 
the unnecessary causes of inequalities are 
destroyed. 

Our condemnation of faulty legislation 
is likely to lead us astray. As a splendid 
example of the uncertainty in securing wise 
legislation, stocks without par value are 
pointed out as an institution which prom- 
ised much in theory, but which during our 
sixteen years of experience has proved it- 
self (contrary to the general opinion) in 
business practice to be of very doubtful 
value to the public interest. This, it is 
said, in full truth too, serves to illustrate 
that a proposal which in theory promises 
much may have many of its potential serv- 
ices, not made effective, but smothered by 
faulty or hasty legislation. Other examples 
are added to this until in the end the listener 
is ready to throw up his hands and con- 
demn on sight any new proposal for addi- 
tional laws. 

In this we are blinded to the fundamental 
problem. The real question is not whether 
these things are bad—we know that—but 
whether they are worse than a condition of 
no laws at all. 

Moreover we should not be too ready to 
condemn the whole barrel of apples because 
a few of them are specked. We have some 
good laws, a great number in fact that fully 
attest the possibility of securing wise legis- 
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lation. It is possible to devise the proper 
details of operation and provide a reliable 
means of execution. 

Nevertheless the difficulties of securing 
good legislation and execution are realities 
of the gravest sort. They should be empha- 
sized rather than understated. It is a rela- 
tively simple task to analyze these problems 
and outline general principles; it is very 
difficult to work out the details of a new 
law; and most difficult of all is the problem 
of securing good administration. A slip 
in any stage of the work may doom the 
whole to failure. Real problems, yes, but 
to shrink from them is to surrender all hope 
of further advancement. 


II 


At Icast three general observations are 
in order before we undertake to draw con- 
clusions from this survey. First, a word 
may be said on the present legal situation 
of stockholders with reference to corporate 
information. At common law a stockholder 
has the right to inspect the corporation’s 
records. ‘This rule, however, is rendered 
void in two ways: the corporation may re- 
fuse to have its accounts examined if there 
is any possibility that information so 
gained might be used to advantage by 
competitors; and the corporation may 
place great obstacles before the stockholder 
who wishes to inspect the records. The 
books, for example, may be placed in use 
during the only time which is convenient 
for the stockholder. But even though this 
rule of law were perfected, it would not be 
workable for in many cases stockholders 
would not take the initiative. . 

It should be noted also in this connection 
that a number of corporations are furnish- 
ing detail reports at the present time of 
their own free will. Still it is true that 
a great many make no reports at all to 
stockholders, and the large majority of 
those corporations which do make reports 
fail miserably so far as giving intelligent 
information is concerned. The reports are 
so incomplete and condensed that very often 
they are meaningless. 

Another problem requires mention. In 
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this survey we have been concerned with 
the desirability of the proposed law. Now 
assuming it to be desirable, how would the 
law be enacted? Professor Ripley has sug- 
gested that a Federal government has the 
constitutional power to require all corpora- 
tions doing interstate business to supply 
information to stockholders, for the Con- 
stitution grants Congress control over com- 
merce between the various states. This 
suggestion is based on the belief that a 
Federal law would be drawn and executed 
better than a state statute. It would be 
very difficult indeed—nay impossible—to 
induce the multiple state legislatures to 
enact laws of high accuracy and with the 
desired degree of uniformity. 

Yet it is patent that a Federal law would 
not reach those corporations doing intra- 
state business only. If in.the end the re- 
quirement is to apply to all corporations it 
must become the law of every state or we 
must have Federal incorporation. This 
latter is a possibility of the future although 
some may consider it a drastic step. 

To these suggestions may be added 
another. Any one important state could 
force all the corporations doing a nation 
wide business to meet the proposed require- 
ments. The state could compel all its do- 
mestic corporations to furnish information 
to stockholders and then not allow other 
corporations to do business in the state 
without securing a license. This license 
could be made issuable only on the condi- 
tion that the outside corporations comply 
with the same publicity requirements that 
are made of domestic concerns. In order 
to prevent circumvention of the law by the 
holding company device, the requirement 
could be made to include the parent com- 
panies of those to which the licenses were 
issued. 

A word on the present fight line-up is 
not out of place. Those who have fought 
for this proposal have worked zealously, 
voicing their arguments loudly, and scat- 
tering them broadcast over the nation. On 
the other hand the defendants have not said 
so much in the public press. Why? A 
little reflection indicates that they may be 
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expected to display their ardor in more 
effective directions. The proposed legis- 
lation is opposed chiefly by three classes 
of corporate directors: those of corpora- 
tions which are reaping monopoly gains 
by maintaining secrecy ; those who, by keep- 
ing stockholders in ignorance, are holding 
lucrative positions despite their compara- 
tive incompetence; and those who want 
their jobs primarily in order to secure ad- 
vance information of the ever-changing 
winds of business fortune and use this as 
a means of profiting at the expense of stock- 
holders—albeit a rank violation of their 
fiduciary obligations. It will be seen that 
above all else these men are practical. They 
cannot be expected to waste their energy 
and impair their position by futile debate 
in the open press. Their efforts are most 
likely to be focused on the point of action— 
the legislature. 

The advocate of the proposal cannot af- 
ford to meet this method of combat with 
the same weapons. He cannot fight fire 
with fire for two reasons: first, he has not 
the economic wherewithall to finance an 
impressive lobby and convince the grafting 
legislator of the merits of his suggestion; 
and second, if he should stoop to employ 
the methods of his adversary he would un- 
dermine the very structure he is trying to 
build, namely, good legislation. So it seems 
he must stick by his antiquated guns, 
gathering intelligent public opinion and 
waiting patiently for the honorable legis- 
lator to study the problem and act accord- 
ing to the dictates of unbiased public- 
spirited decision. Those who are working 
for this proposal have the choice of employ- 
ing facts in their arguments or using 
propaganda. As a practical matter propa- 
ganda is important ; it is powerful in shap- 
ing public opinion. But even so propaganda 
is less effective in the long run than a good 
supply of fact, and since this last appears 
available the advocate might do well to use 
it exclusively. Moreover, those in support of 
this movement might find their cause aided 
if they struck from their ranks those men 
who could be described as ardent reform- 
ers. Those men who become emotionally 
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excited over the virtues of their own plan 
and use fervid unreasonable arguments, al- 
ways failing to get the point of view of the 
opposition, often do more harm than good 
although their intentions are of the best. 

Another related problem is whether the 
accounting profession could render the 
services that would be demanded by the 
proposed law. ‘Two questions are involved : 
the quantity of work and its nature. It 
is not at all certain that the profession 
could render a greater quantity of service 
without a reduction in standards. More- 
over, since the proposed reports would be 
designed for the use of stockholders it would 
be necessary to depart from what has be- 
come the custom of preparing reports pri- 
marily for the use of corporate creditors. 

These factors, however, are only side- 
lights on the main issue of these articles. 
We are not concerned with the mechanics 
of putting the proposal into effect or with 
the future of the struggle. The aim is 
simply to examine the proposal itself for 
its merits and shortcomings. This we have 
done and are now prepared to draw what- 
ever conclusions seem to be justified. 


Ill 


In conclusion let us summarize briefly 
only the more important advantages of the 
proposed law. It promises to bring about: 
greater efficiency in production by con- 
centrating our efforts where they are most 
effective and by reducing the waste of 
materials and labor; a better distribution 
of wealth through reduction of excessive 
profits or monopoly gains; a greater 
equality of opportunity for all; a small 
lessening of speculation by unscrupulous 
directors at the expense of stockholders; a 
reduction of the misunderstandings that 
lead to labor troubles and injustices; and 
an elimination of much of the risk and 
guesswork of investment. The most im- 


portant disadvantage is that perhaps the 
law would operate to discourage the future 
development of industry. 

In this survey the advantages of the 
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scheme appear to far overshadow the ob- 
jections. But are we justified in conclud- 
ing that the proposal is a good one? On 
first sight it would seem so, yet here again 
we must beware of hasty judgment. We 
are behooved to be no less critical of our- 
selves than we are of others. The limita- 
tions of our inquiry must not be forgotten. 
This survey has been brief and quite incom- 
plete in places. There is no pretense that 
the treatment is exhaustive; on the con- 
trary we have made only surface scratch- 
ings on the problem. Furthermore primary 
attention has been given to the enumera- 
tion and explanation of factors and not to 
the most important thing—their evalua- 
tion. Then too the subject matter has been 
a remarkable example of a confusing and 
deceptive mass of factors of which the most 
important appear insignificant and the 
least important parade in robes of blinding 
vividness. Is it not too much to hope that 
at a single stroke of the pen these things 
could be arranged systematically and all 
their deceptions exposed? Finally, the per- 
sonal bias of the investigator must be con- 
sidered. Perhaps of all the possible dis- 
tortions of treatment this is the most diffi- 
cult to overcome. Your reporter has made 
a serious attempt to be strictly impartial, 
but he does not lay claim to having made 
an unbiased study of a most controversial 
problem. 

In the light of these shortcomings of our 
survey it would be folly to conclude heartily 
in favor of the proposal. The writer would 
be among the first to oppose action based 
on this inadequate brief. Before action is 
taken we need as the basis a comprehensive 
and exhaustive inquiry into every phase of 
the problem, a fair study of compelling 
thoroughness. 

We have been prospecting, as it were, for 
a gold mine. So far we have made only 
surface diggings, but these operations have 
given such promising results that we are 
justified in investing more of our time and 
energy in deeper explorations. This is the 
conclusion. 
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REPLACEMENT COST IN ACCOUNTING 
VALUATION 


C. Rurvus Rorem 


§ THERE ANY ONE TyPE of business value 
I which may appropriately be used in the 

. measurement of all phases of business 
capital and income? This question is often 
raised by the business man, who is confused 
by the numerous value bases—original cost, 
sale-price, replacement-cost—which under- 
lie industrial balance sheets and statements 
of operations. In the opinion of the writer, 
replacement-cost is the basic value which 
properly expresses business capital and in- 
come. It is not always easily determined ; 
at times can only be approximated. But 
even the arguments in favor of other bases 
of valuation are predicated on the assump- 
tion that they are very near to replacement- 
cost. The replacement-cost of an asset is 
the estimated expenditure necessary to se- 
cure another similar in nature and equiva- 
lent in economic value. It frequently is 
more or less than original cost; usually it 
varies from sale-price, which is the amount 
realizable through disposal. The import- 
ance of replacement-cost in the balance 
sheet and the statements of business opera- 
tions will be illustrated with respect to the 
following accounting entities: merchandise 
inventories, fixed assets, trading profit, 
fixed charges (particularly depreciation). 


I 


The replacement-cost of merchandise is 
the price for which merchandise of similar 
kind and sales value could be brought into 
the stock rooms of an enterprise. It is the 
so-called “market-value” contemplated in 
the widely quoted and applied cost-or-mar- 
ket rule of evaluating merchandise inven- 
tories. Replacement-cost always equals the 
prevailing purchase-prict, and, from the 
standpoint of a single mercantile enterprise 
it would ordinarily be less than sale-price. 
Replacement-cost may be higher or lower 


than original cost. The cost-or-market rule 
dictates the use of replacement-cost for 
merchandise but only when this quantity is 
less than original-cost. The present dis- 
cussion will suggest the advantages of al- 
ways showing the replacement-cost of 
merchandise inventories in commercial and 
industrial balance sheets. 

The replacement-cost would typically be 
less than the discounted net-income trace- 
able to the sale of merchandise. On the 
other hand, it is only as merchandise values 
give some evidence of approximating the in- 
come to be realized that they can be logi- 
cally defended. Creditors are interested in 
the balance sheet as an indication of future 
income, and the current assets may well be 
expected to show the amount of cash which 
will ultimately be realized and available for 
the payment of debts. It is sometimes stated 
that the proper valuation for merchandise 
is sale-price, with an estimated deduction 
for expenses which will be incurred in their 
sale. This value, which will be referred 
to in the present discussion as “net-sales- 
price,” is actually in use in the valuation 
of certain by-products of meat packing 
concerns. It might conceivably be adopted 
for general use in commercial balance 
sheets. The advantages and limitations of 
this method of treatment were discussed by 
R. B. Kester in a paper presented to the 
University Instructors in Accounting at 
Columbus, Ohio, December, 1928. Varia- 
tions from original cost are usually dis- 
cussed with respect to their effects on the 
balance sheet. The “Trading” account is 
to be kept in terms of the original cost of 
merchandise, with the unrealized profit on 
the remaining inventories being set forth in 
an account such as “Estimated Profit or 
Loss from Sales Valuation of Inventory.” 
The present writer believes that neither 
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original-cost nor net-sales-price properly 
measure inventory values and value of 
goods sold. Replacement-cost should rule 
both the balance-sheet section and the 
trading section of the statement of profit 
and loss. 

The replacement-cost of merchandise 
would vary from the net-sales-price by the 
amount of expected net profit to be realized 
from its sale. This quantity often would 
be small relative to the expected selling- 
price, frequently not more than from 8 to 
10 per cent. A variation of 3% or 10% 
would be relatively unimportant in a melee 
of estimates which involved such rudely cal- 
culated items as allowance for depreciation, 
bad debts, obsolescence, good will, not to 
mention such factors as rising price-levels, 
changes in demand, inventions, wars, legis- 
lation, and fashions. Either replacement- 
cost or net-sales-price may be regarded as 
satisfactory if the values sought for are 
actually found. The basis for contrasting 
the advantages of replacement-cost and net- 
sales-price must be looked for in the forces 
which underlie these values, rather than in 
the fact that one happens to be slightly 
greater or less than the other. 

Replacement-cost is the purchase price; 
it is the minimum business-value established 
by competition, the amount being paid by 
competitors looking forward to the sale 
of merchandise. The expected net-sale- 
price of goods being purchased must, of 
course equal the purchase-price. More- 
over the net-sale-price of goods being of- 
fered for sale must equal or exceed the pre- 
vailing replacement cost; for otherwise the 
supply of the merchandise to the customers 
would be stopped (or would flow through 
different channels). Net-profit tends, of 
course, to be eliminated by active competi- 
tion. Net-sale-price will probably be al- 
ways somewhat below that necessary to 
cover the total costs of the least profitable 
enterprises, or somewhat below the differ- 
ential costs, as calculated from time to time 
for the “marginal” or “bulk-line” firms. In 
the cases of the infra-marginal firms, the 
net-profit on the unsold merchandise would 


in theory be large enough and sure enough 
for inclusion in a balance-sheet. 

Some firms enjoy a high rate of merchan- 
dise turnover, 8 or 10 annually. The ef- 
fect on annual net profit or net loss of in- 
cluding or excluding profit on unsold goods 
would be negligible for such firms. There 
are much greater possibilities of error in 
the other portions of the balance sheet, not 
to mention the margin of probable error in 
the calculation of sales expenses, in case 
a net-sale-price were to be used for the 
valuation of merchandise. Practically, then, 
it makes little difference whether net-sale- 
price is included im a balance sheet, or 
whether replacement-cost is used. Within 
the limits of error in calculation, it appears 
to be shrewd business judgment to use the 
lower figure. Where the experience of an 
enterprise has shown a relatively large net- 
profit, such as 10% above replacement-cost 
(which may, and often does, exceed original 
cost), the “spread” could be shown by 
marginal explanations or footnotes on the 
balance-sheet. 

The recognition of replacement-cost re- 
quires adjustments of the merchandise ac- 
counts. Assume that it is considered desir- 
able to give consideration to replacement- 
cost, that this value can be determined, and 
that it varies from original-cost as shown 
in the books of account. How shall the ac- 
counts be adjusted to reflect replacement- 
costs of merchandise inventories in the 
balance sheet? The answers to these ques- 
tions will vary with the accountant’s con- 
victions concerning the purpose of his 
valuation. If his balance sheet is to reflect 
current conditions, the replacement-costs 
must appear on it. But if the accountant 
is to be true to his conservative training, 
he must take care not to recognize tempor- 
ary fluctuations which are of no practical 
significance. He sees the desirability of 
displaying market value on the balance 
sheet ; he also recognizes the advisability of 
setting forth the original cost. He desires 
a method which will indicate the relation 
between cost and market values, and will 
permit interested parties to attach such im- 
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portance to the differences as they wish. 
In harmony with the very useful principle 
of conservatism, he could always include 
the lower value in the asset-column total. 
” Various methods have been suggested for 
accomplishing the objective of indicating 
which is the lower price, cost or market. 
One very useful device is to supplement the 
account title representing merchandise on 
the balance sheet with a parenthetical state- 
ment indicating which value appears there- 
on. Such a statement might be “At cost, 
which is lower than market” or “At market, 
which is lower than cost.”* Other methods 
provide for the maintenance of “reserve” 
accounts, so that the variations between 
market values and cost values may be 
clearly shown on the balance sheet.? Re- 
gardless of the technique used to display it, 
the prevailing replacement-cost, is a very 
important figure and should find its place 
on the balance sheet. When replacement- 
cost is lower than original cost, the former 
value may be included in the summation of 
total assets. When replacement-cost is 
greater than original cost, it need not be 
included in the volumn of net-asset values. 
Nevertheless, it should appear on the face 
of the balance sheet, even though it be rele- 
gated to a footnote, as has been recom- 
mended by some authors and practicing ac- 
countants. 

The foregoing discussion has dealt with 
the problem of evaluating purchased ma- 
terials and supplies, which are essentially 
the same physical commodities at time of 
purchase as at times of disposal. A more 
perplexing problem arises in the case of 
manufactured merchandise, where the re- 
placement-cost cannot be determined di- 
rectly from the overt evidence of the pur- 
chase market. An approximation to re- 


placement-cost may be made in one of two 


*This device was suggested by E. L. Kohler in 
an article in the Accounting Review entitled “Ten- 
dencies in Balance Sheet Construction,” June, 1927. 

* An extended discussion of the use of “reserves” 
to reflect inventory fluctuations appears in the dc- 


. counting Review, Vol. 1. No. 1. The discussion was 


led by DR Scott, of the University of Missouri 

y DR i, and 
was participated in by several accounting 
and practitioners. 


ways. The first is to use net-sale-price 
(selling-price, less estimated selling ex- 
penses.) The justification of this proced- 
ure is that it sets a maximum value, above 
which the accountant cannot rationally go. 
For even though replacement-cost were 
higher than this figure, competition would 
tend to bring net-sale-price down to the re- 
placement-cost. Another procedure is to 
charge materials and supplies to the “goods 
in process” account at the replacement-cost 
prevailing for them at the time. Except 
for the fact of variations in replacement- 
cost of “raw materials” and labor during 
the time “finished goods” are held in stock, 
this method will give the replacement-cost 
of the finished merchandise in stock. The 
practice of charging materials and mer- 
chandise at replacement-cost to the “goods 
in process” and “trading accounts” respec- 
tively will be discussed later. 


II 


The discussion of the replacement-cost 
of fixed assets will exclude land sites, or 
other non-reproducible commodities. It 
will be confined to those types of corporeai 
fixed assets which are replaced from time to 
time, which depreciate in value, and which 
may be replaced through purchase in the 
market or manufacture by an enterprise.* 
Such assets as automobiles and motor 
trucks are purchased in the open market; 
others, such as buildings or special types 
of manufacturing machinery may be ob- 
tainable only on special order and on the 
basis of special estimates. 

Assume that an account is convinced that 
cost less depreciation does not represent 
the business value of a specific asset—for 
example, a special type of building, such 
as an electric power plant. He therefore 
wishes to establish a new value in terms of 

* The term “fixed asset” arises, of course, out of 
the intended use to which an asset is to be placed 
and not the physical characteristics of the asset 
itself. A factory building might be a current asset 
of a concern which buys and sells this type of real 
estate. For an enterprise which intended to use 
the factory in productive operations, the 
and its equipment would be regarded as a 
asset. 
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its replacement cost under prevailing con- 
ditions. How is he to discover the present 
value of the power plant? This question 
cannot be easily answered, for probably no 
two power plants are exactly alike; and 
even if they were, they would not be located 
on exactly similar land sites or deteriorated 
in the same degree. The estimate of the 
present value of such a specialized asset 
must be established by more elaborate tech- 
nique than mere reference to current quota- 
tions in the market. 

The discovery of a suitable value may be 
accomplished by obtaining bids from com- 
panies which would be willing to purchase 
the plant, or by securing estimates from 
construction companies as to the present 
approximate cost of building a similar 
power plant or one of the same efficiency 
and expected life as the original plant. 
From the figure thus obtained, the account- 
ant could deduct an amount to represent 
the depreciation which should be regarded 
as already accrued. Such a value is often 
used by appraisers for regulatory commis- 
sions who are attempting to establish cur- 
rent values on which service charges will 
be based; it is referred to as “reproduction 
cost.” Ordinarily a power plant or special- 
ized factory building or machine would not 
be duplicated, even though it might be re- 
placed. For even though the capitalized 
value of the remaining future services might 
be greater than depreciated cost price, 
the plant would be obsolete, when judged 
in the light of current knowledge and 
inventions. For this reason the market 
value cannot be determined by mere sum- 
mation of the replacement costs (less de- 
preciation) of the component parts of the 
fixed asset. A distinction should be made 
between the cost of reproducing a physical 
plant of identical size and proportions and 
the cost of reproducing a plant which will 
render identical or equivalent service. The 
two costs might be different, depending 
upon the progress in the industry and spe- 
cial inventions which would render the orig- 
inal equipment obsolete. 


Replacement-cost refers to the cost of an 


asset of equivalent expected earning power, 
without regard to technical aspects, such 
as size, proportions, type of material, etc.* 
There are many assets, such as wooden 
frame structures that would “not be worth 
building,” even though they might be 
“worth using.” The cost of using an ob- 
solete factory building already constructed, 
which would otherwise be allowed to crumble 
into ruins, is entirely different from the 
cost of reconstructing such a building after 
the progress of industry has offered better 
opportunities for investment. 

Replacement-cost may be regarded as 
the “business-value’™ of fixed assets, where 
it is assumed that the estimates of all pro- 
spective purchasers or producers would be 
the same, and that their estimates would be 
based upon competitive conditions. The 
marginal producer, the producer who esti- 
mates the highest replacement-cost, but 
whose contribution is necessary to satisfy 
the entire market, would of course, be the 
producer who would determine the approxi- 
mate value to be given recognition in a go- 
ing enterprise balance sheet. Under some 
conditions, business-value may appear to be 
higher than the replacement-cost of an as- 
set. This would be particularly true for 
the infra-marginal concerns with intangible 
earning power beyond the net incomes esti- 
mated as traceable to the financial outlay 
for corporeal assets. Strictly speaking, 
this additional income may be imputed to 
the “intangibles” of the enterprise. It need 
not be identified with any of the corporeal 
or contractual assets, but may be set forth 
in the balance sheet as “good-will” or under 
some other caption representing the source 
of the expected income. 

The term “sound value” has been used 
widely by appraisal companies which have 
developed elaborate technique for arriving 
at amounts to appear in balance sheets. 
Under ordinary circumstances, these sound- 


“R. H. Montgomery points out the necessity of 
recognizing this fact. “Reproduction of existin 


facilities frequently does not mean reproduction 0 
essential facilities. Herein lies one of the weak- 
nesses of many revaluations.” Journal of Ac- 
countancy, October, 1927, “The Accountant’s Limi- 
tations.” 
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values represent the replacement-costs of 
similar fixed assets, allowance being made 
for wear and tear, and deterioration 
through exposure. It is not uncommon, 
however, to pay particular attention to 
the strategic marketing position of an en- 
terprise. A lathe of given size and propor- 
tions might be regarded as having con- 
siderable earning power as the property of 
one business enterprise. A lathe identical 
in every respect might be classified as junk 
in the balance sheet of another firm. 

Business-value may appear to be less 
than the replacement cost of an asset, par- 
ticularly where temporary price-cutting 
policies have lowered the prices of its ser- 
vices. In the long run, of course, a fixed 
asset or plant must be expected to recover 
through the marketing of its services all 
the costs incurred in its acquisition and 
maintenance. Competitors’ estimates of re- 
coverable costs represent the values of busi- 
ness assets, allowance being made for the 
losses to be incurred during the price-cut- 
ting period. 


Il 


Much has been said and written about 
the importance of recognizing the replace- 
ment-cost of merchandise on hand in the 
balance-sheets of a going enterprise. But 
the significance of replacement-cost looms 
still larger in the trading section of the 
report of income and expense. Where the 
turnover of merchandise is greater than 
once per year (and in most firms the turn- 
over is much greater, often 5 or 10), the 
prices at which the “goods sold” are pre- 
sented is more important than the values of 
periodic inventories. If it is important 
to give effect to market fluctuations in the 
amounts. of goods on hand from time to 
time, it is even more important to have 
a defensible technique for the calculation 
of the value of the goods sold during a 
fiscal period. 

It is often said that “original-cost” is 
the correct measure of business expense. 
And such a statement is correct, in so far 
as it refers to long-run periods, But in the 


case of merchandise (which typically can be 
disposed of in the purchase market at a 
moment’s notice), strict adherence to orig- 
inal-cost in the calculation of the “cost of 
goods sold” merges gains and losses from 
two entirely distinct and distinguishable 
sources. These sources are: (a) the sale of 
merchandise to customers in the normal 
course of business ; (b) fluctuations in mar- 
ket-value (replacement-cost) during the 
period that merchandise is held in stock. 
The trading profit merges gains and losses 
from these sources, making it impossible for 
management to place responsibility for the 
net profit of the enterprise. It is conceiv- 
able that a trading profit may be shown on 
goods sold, even though disposed of to cus- 
tomers at prices lower than their replace- 
ment-cost. Such a condition is particu- 
larly apt to appear when wholesale prices 
have risen more rapidly than a retail 
dealer’s own prices to his trade. On the 
other hand, during a period of falling 
prices, losses on inventories may make it 
impossible to show a net gain for a fiscal 
period, even though a merchant is selling 
his stock at prices well above their replace- 
ment-cost. 


Original cost will, of course, serve as the 
basis for calculating the total ultimate net 
profit of an enterprise during its entire 
existence. But there are practical adminis- 
trative advantages in separating the gains 
or losses arising out of sales from the gains 
or losses caused by fluctuations in the mar- 
ket values of merchandise. The technique 
of segregating the business profit from 
these sources need not be difficult. It may 
be handled by charging all merchandise to 
the Trading account (or Cost of Goods 
Sold account) at its replacement-cost, even 
though it is carried in the Merchandise In- 
ventory account at original cost. The dif- 
ference between the original-cost and the 
replacement-cost would be entered in an ac- 


count entitled “Profit or Loss from Fluc- . 


tuations in Merchandise Values.” 'The ac- 
cumulated balance of this account could 
be closed to the Profit and Loss account at 
the end of each fiscal period. 
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IV 


What treatment should be given to the 
replacement-cost of fixed assets in the oper- 
ating accounts of a business enterprise? 
This question presents two phases. First 
what is the economic effect of the changes 
in market values of depreciable fixed as- 
sets? Second, what treatment should be 
given to these fluctuations in the account- 
ing reports? 

In regard to the first part of the ques- 
tion, there can be no doubt that a variation 
in the replacement-cost of fixed assets has 
a very real, even if not immediately dis- 
cernible, effect upon the status of a business 
enterprise. It represents a change in the 
estimates of value which other enterprises 
attribute to assets of similar economic im- 
portance. It is easy, relatively speaking, 
to show the effects of appreciation in the 
balance sheet.’ The standard procedure is 
to debit the asset account for the estimated 
appreciation, and to credit a proprietor- 
ship account or a “valuation” account 
which may be deducted from the new value, 
and thus make it possible to include in the 
fixed-asset summation column the conven- 
tional “cost-less-depreciation.” But even 
here, there is some difference of opinion as 
to whether the “appreciation” should be 
added to the asset’s original-cost, should be 
debited against the “allowance for deprecia- 
tion” credit already accumulated, or should 
be adjusted by increasing the original-cost 
total to a figure equal to replacement-cost 
of a new asset, and increasing the allow- 
ance for depreciation. 

The more difficult question in account- 
ing for fixed asset fluctuation centers on 
the method of treating their effects on busi- 
ness operations. What shall be done in 
future periods with these value increases 
recorded in the fixed asset and proprietor- 
ship accounts? Writing down the asset 

* To be sure, the task of calculating the amount 
of appreciation is not easy. “The replacement or 
reproduction cost changes every time there is a 
change in labor rates, in freight rates, in taxes, or 
in the cost of any one of the hundreds of items 
entering into the cost of a plant.” Cf. C. G. Jen- 


sen, National Association of Cost Accountants Bull- 
etin, May 1, 1926. 


value involves, of course, an increased al- 
lowance for depreciation during its remain- 
ing service life. Most accountants agree 
that the appreciated value should be 
charged against future business operations 
if recognized in the accounts. There is 
some doubt, however, as to whether the ad- 
ditional depreciation should be charged 
against the regular business operations and 
included in the costs of manufacturing 
goods, or should be charged directly against 
accumulated “surplus.” The former pro- 
cedure is, in the writer’s opinion, the only 
rational method of handling appreciation. 
C. G. Jensen, in the article cited above, ob- 
jects to charging off depreciation on ap- 
preciation. But his argument assumes that 
the purpose of depreciation charges is to 
recover money capital. If the purpose of 
depreciation allowances were merely to en- 
sure the maintenance of monetary capital, 
original cost obviously would be the correct 
basis for the depreciation charges. But 
the depreciation charge is also made for the 
purpose of measuring “effective” money 
costs, as the ensuing argument is presumed 
to show. An “appreciated” fixed asset in- 
creases the effective monetary cost of pro- 
duction, for it makes the asset more valu- 
able in the sale-market. The business man 
who has refused to sell must regard the de- 
preciation on the appreciated value as a 
genuine cost of business operations. 

The practice of charging off appreciated 
value to cost of goods manufactured may 
be defended also by the argument that thet 
goods tend to be more valuable when pro- 
duced by “appreciated” plant and equip- 
ment. Replacement-cost is the amount that 
a competitor would have to pay to secure 
assets of equivalent income-earning capa- 
city. The rise in replacement-cost will re- 
strict producers from bringing similar as 
sets into the market unless they know that 
purchasers will pay the new price. In this 
sense, then, the appreciated asset is com 
tributing a greater amount of exchange 
value to the manufactured product than it 
did before. 


The purpose of writing, the appreciated 
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value into the cost of manufacture is en- 
tirely independent of any accounting pro- 
cedure for insuring the maintenance of 
physical capital. It is true, that physical 
capital must be maintained if an enterprise 
is to continue business operations. It is 
true, however, that an enterprise must be 
considered unprofitable unless its accounts 
are so handled as to deduct provision for 
capital maintenance as a cost of business 
operations. The charge for depreciation 
is a writing-off of values which have al- 
ready appeared; it is in no sense a pro- 
vision for expenses which are yet to be in- 


The essential feature of replacement- 
cost is its effect on costs of operations. 
Physical maintenance is important, and if 
a concern is to stay in business it must col- 
lect enough dollars from its customers to 
replace the physical plant it consumes in 
production. If the purchasing power of 
the dollar has fallen, this fact compels the 
executive to collect more dollars than the 
asset originally cost. But the maintenance 
of physical capital does not require the 
charging of appreciated values into the cost 
accounts.’ This can be done by direct ad- 
justments of the “profit and loss” or “sur- 
plus” accounts. The variations between 
original cost and replacement costs could 
even be set forth in special columns of a 


balance sheet which were adjusted by the- 


aid of index-numbers of value. The pur- 
pose of charging depreciation on apprecia- 
tion is to effect a correct measure of operat- 
ing costs from the point of view of a prac- 
tical business man intent on maximizing his 
net profit. 


*Mines, of course, may be profitable, even 
though dividend payments are made out of capital, 
as the ore is taken from the veins. An enterprise 
of this type may have only a small fraction of the 
originally invested asset-value on hand at the time 
of liquidation. 

* Wildman ruled out the practice of “ 
ation on appreciation” on the grounds that it was 
irrelevant to a capital-maintenance policy. The 
writer agrees with the authors mentioned, but de- 
fends the practice of charging “depreciation on ap- 
preciation” on entirely different grounds. 

J. R. Wildman, “Depreciation from the Point of 
View of the Certified Public Accountant,” The Ac- 
counting Review, December, 1928. 
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The discussion so far has concerned it- 
self with writing down the “debits” in the 
fixed-asset accounts. What about the credit 
entries made in the proprietorship ae- 
counts? In the last analysis, the credits 
will always be treated in one of two ways, 
regardless of the captions under which they 
appear in the accounts. They will be 
handled as an immediate adjustment of 
Surplus, or as deferred adjustments of 
Surplus. Even where the total credit is 
recorded as an increase of current income 
during one fiscal period, the ultimate effect 
is to increase the proprietorship. When 
the credit in a “Reserve” account is trans- 
ferred gradually to Surplus, the same re- 
sults are shown. The strict logic of the 
situation demands that the appreciation 
be credited directly to the proprietorship 
accounts. The appreciation has occurred; 
it represents income of the past, not the 
future. “Appreciation,” like all sources of 
income, should be credited to the period in 
which it occurs. Instead of benefitting fu- 
ture periods, appreciation of fixed-assets 
must be regarded as penalizing future per- 
iods. The idea of crediting the “future” 
with the income of the “past” certainly 
cannot be defended in terms of orthodox ac- 
counting theory; much less can it be ap- 
proved in terms of the practical economic 
effects on business operations. It is some- 
times suggested that appreciation should be 
credited as “realized” income only when the 
increased value is “recovered” through the 
sale of merchandise or services at higher 
prices. But such practice misses the whole 
point of recognizing appreciation in the ac- 
counts. To “defer” the income from past 
appreciation is to deny the existence of ap- 
preciation. If increased earning-power is 
not to be given a bona fide capital-value in 
the balance sheet, it would be better to leave 
it from the accounts entirely, to be revealed 
indirectly through an increased rate of net 
profit. 

Vv 


The effective business-value of an asset 
under competitive conditions may be said 
to be its replacement-cost, as the term has 
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been here defined. The expected income 
which will be yielded by an asset must be 
at least equal to the costs of bringing it to 
the market; otherwise it will not be made 
available to purchasers. This statement 
applies to all assets not yet procured by 
an enterprise ; for a business will only incur 
additional costs which give promise of be- 
ing exceeded by the income they will yield. 
Past costs, as is well known, do not estab- 
lish present value, except in so far as they 
are similar to the replacement-costs of the 
present. The importance of replacement- 
cost extends to the problem of current 
costs, for the costs of a fiscal period are 
dependent upon the capital-values of exist- 
ing business assets. Replacement-costs are 
the proper bases for calculating the costs of 


merchandise sold as well as the costs of: 
fixed-asset services which are rendered by: 


plant and equipment. 

Business value is built upon the founda- 
tion of replacement cost. The relationship 
is not accidental; it is fundamental. Much 
accounting literature has dealt with re- 
placement-cost as a “fad,” to be suggested 
by appraisers or promoters in the interests 
of a client when requesting a bank loan or 
floating a bond issue. Other comments have 
implied that the recognition of apprecia- 
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tion, and later writing the appreciated val- 
ue into the cost accounts, was merely filling 
one pocket from the contents of another, 
In the long run the effects of appreciation 
are reflected in current earnings. But the 
accounts of a fiscal period are prepared for 
short-run analyses. The use of replace- 
ment-cost in accounting valuation is a mere 
recognition of events which have occurred. 

Accountants sometimes confuse the issue 
of whether replacement-cost is a measure of 
business value with the issue of whether re- 
placement-cost should be recorded in the 
double-entry accounts. The issues are quite 
distinct, and it is conceivable that a prac- 
titioner might hold an opinion supporting 
the first issue yet be opposed to the second. 
In the writer’s opinion the adjustment of 
book values occasionally (not necessarily 
during every year in the cases of fixed as- 
sets) would be a desirable preliminary to 
the preparation of accounting reports; 
Whether replacement-cost should be ex- 
pressed in the ledgers is a practical ques- 
tion, affected by the advantages of the pro- 
cedure for purposes of management. Such 
procedure is, however, sound in theory and 
must be recognized as the really correct 
method of expressing business capital and 
income. 
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R YEARS THE SYSTEM OF SETTING UP 
} a budget at the beginning of the fiscal 
period has been urged upon business 
concerns. For a long time the advantages 
of the budget have been explained to all 
those who showed the least interest in the 
subject. Business men were told that the 
budget has the following advantages: 


1. The budget system would render a 
great service to the business in the fact that 
budgeting requires planning ahead. This 
would of course be of marked value to the 


business. 


(a) Expansion of the plant or equip- 
ment could be planned in advance, 
so that here would result a minimum 
of loss. 

(b) The financial needs of the business 
could be anticipated and provided 
for by a study of the budget. 

(c) The labor requirement, for example, 
can be known ahead of time, and 
hence one might have the right num- 
ber of individuals on hand at the 
right time. 


2. The budget is the best help in co- 
ordinating all the activities of the various 
departments. 

8. The budget can be used as a means for 
centralized executive control. 


But in spite of all these arguments in its 
favor, the budget has never appealed 
strongly to the business executive. In 
fact some of those who at first were induced 
to try the budget idea have given it up as 


useless. After a few years of experimenta-- 


tion with it, they came to the conclusion 
that it was not worth the money and the 
effort spent on it. Budgeting, these busi- 
nessmen claimed, was nothing but guess- 
work after all. You first make a guess as 
to how much your income or sales will be 
during the coming year. Then you make 
another guess as to the probable cost of 
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your raw material or the goods you are 
going to purchase during the same period. 
In addition you guess at the cost of labor, 
overhead charges, and selling expenses. 
Having thus accumulated a number of 
guessed amounts, you assume that you have 
a budget for next year. You even declare 
that this budget should be used as a stan- 
dard for the expenditures of the business. 
But as a matter of fact your guesses seldom 
agree with the actual facts. Your sales or 
income are usually far from the amount an- 
ticipated. Cost of material and labor fluc- 
tuate from week to week and from month to 
month. You soon discover that your so- 
called budget which you have set up with 
so much expenditure of labor has failed 
to agree with actualities. Of course you 
were told that you had a right, in fact you 
were urged to put up another budget—an- , 
other guess. But, again, that would mean 
an additional waste of time and money. 

In addition these business men claim that 
the budget is after all no help to manage- 
ment as an instrument of control. For 
everyone in the concern very likely knows 
that the budget was a compilation of 
guesses and therefore could not be used as 
a standard. For these reasons many who 
have tried out the system of budgeting 
abandoned it in disappointment. 

The trouble with these critics is that they 
did not use scientific methods in setting up 
their budgets. Instead, they followed the 
traditional procedure in this regard, and 
it was only natural that they should find 
the budget useless. 

The setting up of the budget at the be- 
ginning of the fiscal period was first used 
in governmental institutions." Those: re- 


1 The term » is derived from the Old 
French bougette, which meant a bag or sack. It 


statement itself. 
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sponsible for paying the salaries and wages 
in the governmental service must ask the 
legislative body for the necessary amount. 
The legislature must be told what the ex- 
penses will be in order to know the amount 
of taxes to levy to cover all expenditures 
for the coming year. Obviously some kind 
of estimate had to be provided at the begin- 
ning of the year. The usual method of pro- 
cedure that evolved in this country for set- 
ting up a budget in governmental institu- 
tions was as follows. First the heads of the 
various departments and other officials were 
asked to send in a statement of the antici- 
pated expenditures of their respective of- 
fices or departments for the coming year. 
Needless to say these statements were not 
based on careful study or scientific re- 
search. When finally the authorities re- 
sponsible for the payment of salaries had 
in their possession these accumulated data, 
they presented to the legislature a state- 
ment called a budget with the request that 
taxes to cover these expenditures be im- 
posed. 

The chief weaknesses of this method of 
budgeting are: 

(a) The departments and individuals 
who are to benefit from these budgetary 
estimates are asked to make out their own 
estimates. In other words, they are practi- 
cally given signed checks in which they may 
insert the amounts desired. 

(b) This method was bound to lead to 
the keeping up of the old practices in gov- 
ernmental business procedure. For it would 
be useless to expect of these department 
heads that they offer any criticisms of their 
own methods in the past, as they would be 
doing were they to indicate any changes 
as desirable for the future. No new ideas, 
no improvements were really expected of 
them. The budget thus became symbolic of 
antiquated practices, and it never became 
an instrument of efficiency. 

After its adoption by the government, 
budgeting became common in business firms. 
They accepted the governmental budget 
system—unfortunately in toto. It is true 
that bad practices are bad everywhere; but 


they may, nevertheless, not show up so bad- 
ly in some places as they do in others. If 
the old methods used in setting up a budget 
are bad in governmental business they can- 
not be tolerated for a minute in business 
enterprises conducted for profit. Govern- 
mental agencies being for service, no esti- 
mate in dollars and cents of their value to 
the people to whom the services are rendered 
can be readily made. How, for example, 
can we estimate just what amount the police 
department of a municipality earns for its 
community in a given year; or how much 
the State Department is worth to the Na- 
tion in terms of money value? On that ac- 
count governmental services may be over- 
paid with impunity. Not so with business 
concerns. Business is for profit. No ex- 
pense that does not contribute to profit 
can be allowed in business. Every expense 
item must be carefully scrutinized and scien- 
tifically measured by the ratio of its con- 
tribution to the profits of the business un- 
dertaking. More exact methods are there- 
fore necessary in business budgeting than 
in a government office. In the light of this 
fact it is not surprising that the methods 
used for setting up budgets for government 
offices should be unsatisfactory when used 
in business. 

But even the exponents of budgeting in 
business who should have known better over- 
looked the latent possibilities of budgeting. 
In citing their arguments for budgeting, 
they failed to mention that the budget is 
the best instrument for the introduction of 
scientific management into business. By 
adopting the principle in budgeting that no 
item of expense be allowed until it has been 
proved to be necessary to the business, that 
it can not be obtained for less, and that its 
cost is commensurate with its contribution 
te profits,” business executives would have 
come quickly to appreciate the advantages 
of the budget. Had Taylor and his fol- 
lowers made use of the budget in their en- 
deavors to introduce efficiency, their suc- 
cess would have been more noteworthy. 


* Even the so-called non-productive items are 
profit-producing indirectly. 
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Another erroneous idea entertained by 
the proponents of budgeting is in regard 
to the individuals making up the budgeting 
personnel. Following uncritically the old 
government practice in allowing the heads 
of departments individually or a committee 
selected from among these heads, to set up 
the budget for the business concern, they 
are neutralizing the good effects which the 
system would have upon the business. For, 
in the first place, the department heads of- 
ten have “axes of their own to grind,” play 
politics with other department heads as well 
as with the men in their own departments. 
Instead of considering the items in the bud- 
get on their own merits, they are likely to 
consider who it is that is asking for this 
item of expense. Again as has been pointed 
out above, one can hardly expect any mem- 
ber of the committee to admit that until 
now his department has not been efficiently 
managed; hence each member will oppose 
any plan for introducing any new policy in- 
to his department. And last of all, to intro- 
duce a budget in a truly scientific manner 
requires the services of an expert. He must 
know a great deal about scientific manage- 
ment, accounting, and statistics. He must 
have a general knowledge of business prin- 
ciples and economic ideas. And he must, of 
course, be a specialist in budgeting. This 
kind of man is not likely to be found among 
the average run of department heads. T'o 
achieve success in budgeting it is necessary 
that the budget system be used as an instrn- 
ment of scientific management by one who 
isan expert in this line. A trained account- 
ant is the best fitted for this work. 

An expert in budgeting will have little 
difficulty in organizing a staff for his work. 
All the preliminary studies, charts, will be 
on hand; personal relations with the heads 
of the various departments and familiarity 
with the commodity dealt in by the business 
will be speedily acquired. 

At this point the question will be raised 
as to the item he should begin with. Some 
maintain that finance should have the prior- 
ity, since it is the most important factor 
in the business. Others insist that gross 
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income is the most important factor in the 
business. A careful study of the subject, 
however, seems to indicate that sales is not 
only the most important of business fac- 
tors, but also the most helpful item to start 
the budget with, since sales are the basis for 
almost all other business activities. 

Before goods can be sold they must be 
produced or purchased. But the only way 
to know how much to manufacture or buy 
is to find out how muck: one is likely to sell; 
otherwise we may have over or under pro- 
duction. Also space must be provided for 
the goods before they are sold. Again, the 
financial department must know the amount 
of goods that will be sold and bought dur- 
ing the coming year in order to provide 
the necessary cash with which creditors 
may be paid promptiy. The item of sales, 
moreover, furnishes information not only 
of the cash value of the goods, but also of 
the number, type, and character of the 
items sold. All these data are of the great- 
est importance to the production or pur- 
chasing department. 

The budgeting program will therefore be 
arranged as follows: 

1. The budget expert will find out as 
nearly as possible the amount of sales that 
will be made during the ensuing period. He 
should know not merely the cash value of 
the sales but the types and the number of 
units of each type as well. 

2. He will determine the approximate 
cost of the goods to be manufactured or 
purchased during the same period. 

8. He will investigate expansion possi- 
bilities. 

4. He will compute the labor and over- 
head expense which will be incurred under 
the expected conditions; also the capital 
necessary to carry out the plans and poli- 
cies of the administration. 

There are three main sources for obtain- 
ing information for forecasting the amount 
of sales for the next period. First, there 
is the estimate made by the sales depart- 
ment itself. These data are usually based 
on past experience. The second source is 
statistical data, based on present economic 
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conditions. Finally there is market analy- 
sis ; i.e., a study based on past, present, and 
estimated future business conditions. The 
salesmanager usually has a great deal of 
information about prospects for the coming 
year. Salesman and customers provide 
valuable information regarding the pos- 
sible market. While their statements are 
often exaggerated—for it is to be expected 
that during periods of prosperity salesmen 
will be carried away by their enthusiasm, 
and during a period of depression they will 
be excessively pessimistic—nevertheless, 
under normal conditions, the data furnished 
by them provide a helpful basis for sales 
forecasting. 

The interpretation of statistical data re- 
quires a great deal of training, and a know]- 
edge of economics as well as business acu- 
men. ‘These data must be studied from 
three different angles: (a) the secular 
trend; (b) the seasonal variation; (c) the 
cyclical fluctuation. 

By the secular trend of business we mean 
the normal, gradual progress business has 
been making during the last few years. 
Business either expands or declines. If it 
has been growing for a number of years at 
a certain rate of progress, it may continue 
to do so in the future if nothing happens 
to interfere seriously with its momentum. 
If a noticeable change takes place, either 
with the commodity sold, the market, or 
competition, there will probably be a 
change in the general trend. However, if 
nothing unusual happens, the trend of the 
past five or ten years will in all likelihood 
continue. There are a number of ways of 
determining the secular trend of business. 
One method is to chart the sales for the last 
ten years. A straight line is then drawn 
through the plotted curve, either by inspec- 
tion or by the method of the least squares, 
to show more clearly the trend of the sales 
of goods for these years. 

Or again, the trend may be found by put- 
ting the figures of sales in tabular form 
and obtaining the mathematical equation of 
a straight line, namely y = ma + b (1), y 
being the dependent variable; (2) « the in- 


dependent variable; (3) m indicating the 
slope of the line; and (4) b being the cen- 
tral ordinate. In this method two equa- 
tions are solved simultaneously for m and b, 
These two equations are: 

(1) y=mert+nb 

(2) Yey=mia*+ bdr 
By assuming that « lies at the middle of the 
period, the sum of =x becomes O years, and 
the two equations above become simplified 
into 


(3) % y=nb 
(4) 
From these equations we get : 
zy 
(5) b= , and 
n 
(6) m= 


The last formula (6) will give the average 
increment of sales from year to year. By 
extending the line or adding the yearly 
increment to the amount of sales of the 
previous year, another estimate will be ob- 
tained for the sales of the coming year. If 
the rate of growth is in a geometric ratio 
the rate may be determined mathematically 
as follows: 


Ascertain the amounts of sales for the 
last fifteen years. Find the average for the 
first five years; then the average for the 
last five years. Find the percentage of the 
increase or decrease during ten years. By 
referring to a compound interest accumula- 
tion table the percentage of increment for 
a year may be obtained. 


In making &n estimate of the amount of 
sales for the ensuing year, it is not sufficient 
merely to find the amount expected to be 
sold during the year, but also the monthly 
variation or quota must be ascertained, (1) 
so that the production or purchase depart- 
ment may be able to arrange for having on 
hand the necessary goods for the month, 
and (2) so that a check is provided on the 
estimated sales for the year. If there has 
been an error in the forecast for any one 
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month, very likely there will be an error in 
the yearly estimate as well. The reason for 
this error must be found and the error cor- 
rected as soon as possible. 

The trend of the monthly variation is 
found (a) by tabulating the amounts for 
each month for the last five or ten years, 
and finding the average sales for each 
month. These amounts are now converted 
into index numbers for the respective 
months by dividing every monthly average 
by one-twelfth of the average yearly sales. 
The result will give the index of each 
month’s sales for the five or ten years past. 

Another method of finding the monthly 
variation is by the link-relative method, 
which gives more exact percentages. 

We have now two sources of data to help 
us make an estimate of the sales quota for 
next year. These two factors are, in the 
main, however, based on static business con- 
ditions. They tell of business growth or 
decline under normal circumstances. But 
economic conditions are never static: they 
are changing from day to day, from month 
to month, and from year to year. In ad- 
dition to the annual trend and the seasonal 
variation there is also a cyclical variation 
in economic conditions, which completes the 
circle from prosperity to depression and 
back again over a period varying between 
three and five years. This cycle exerts 
a very profound influence on business. In 
order to make an expert estimate of the 
sales quota for the ensuing year, it must 
be known at what phase of the cycle bus- 
iness now stands, and whether it is moving 
on toward prosperity or toward depression. 
Is it now above or below normal? Every 
one of these several phases will spell a dif- 
ferent sales quota for the year that is com- 
ing. 

This information may be secured in one 
of two ways. One is, by putting down in 
tabular form the normal monthly trend 
of the lst twelve months, which can be 
found by the mathematical formula for a 
straight line. Every monthly amount thus 
found is then multiplied by its monthly in- 
dex, as determined by the statistical or link 


relative method. This will give what would 
have been the quota of sales according to 
the seasonal and secular trends for the last 
twelve months. We then put down in a 
separate column the actual amounts of sales 
for the same period, as reported in the re- 
cords of the company. Every actual 
amount is now divided by its respective 
normal trend. This shows the cyclical fluc- 
tuations of sales during the past twelve 
months. By plotting a graph of these 
fluctuations, one may see where the busi- 
ness now stands in its relation to the eco- 
nomic cycle. 

Second, by studying the trend of general 
business barometers we can ascertain where 
business is likely to stand. If the budget 
expert can find a business barometer that 
is correlated to the commodity under con- 
sideration, he will be in ‘an even better 
position to say whether the trend of the 
business is upward or downward, above 
or below normal. Thus a second factor 
for the sales quota for the period is es- 
tablished. 

If business were not subject to artificial 
variations due to human engineering of 
business conditions, these two sources of 
information—the estimate of the sales de- 
partment and the statistical work—would 
be sufficient for our needs in setting up 
a sales quota for the coming year. While 
we did not consider violent changes in eco- 
nomic conditions due to war, floods, crop 
failures, or the like, we have provided for 
usual, normal changes which take place 
continuously in business. But on the other 
hand, neither have we provided for in- 
tentional changes brought about by human 
agency; such as competition, new inven- 
tions, or substitution of one commodity for 
another. We cannot count on past quota 
if a new powerful competitor should come 
into the field with the design of taking away 
some of our customers. 

Furthermore, we would like to expand 
and increase our sales. To provide for 
these contingencies in our budget it is 
necessary to make an analysis of the market 
in which our commodity is being sold. This 
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is not so easy an undertaking as it may 
seem to be. It requires ability, knowledge, 
and considerable resourcefulness. But the 
result of this study is so useful that it is 
considered as one of the most worth-while 
undertakings of the business. Some of the 
writers on the subject of market analysis 
go so far as to say that market analysis is 
the best method of finding the sales quota 
for the coming year. One writer claims 
that this method, unaided, will produce 
scientific results. (P. White, “Sales Man- 
agement”). At any rate, as a third factor 
in budgeting the sales quota, it should be 
of great help in giving an accurate figure 
for sales. 

There are four main fields of study in- 
volved in making a market analysis: the 
product, the market, merchandising meth- 
ods, and accessories. The product, being 
the center around which all sales revolve, 
is the first item to be studied in any market 
analysis. The investigation into the pro- 
duct should endeavor to answer the 
following questions: (a) characteristics of 
the product—is it a necessity or a luxury, 
a staple or a novelty, elastic to changes in 
price or not, and is it producer’s or con- 
sumer’s goods? Is the product a single 
article or a member of a family of goods? 
(b) The investigator should find out the 
uses made of the commodity now, and the 
possibility of adding new uses. (c) He 
should have clearly in mind the main selling 
points of the product and whether they can 
be improved upon; and the same with re- 
gard to the package, trade mark, and gen- 
eral appearance of the commodity. (d) 
He should determine whether several pro- 
ducts produced by the same firm are com- 
peting with one another, and if so, what 
ean be done in the matter. (e) He should 


find out whether standardization of the 
product would help or hinder its sales. 

In the same way the market also should 
be thoroughly investigated, so that its la- 
tent possibilities may be known. (a) What 
is the character of the market for our 
goods? Who are the customers—their 
race, religion, age and sex? (b) What is 
the character of the competitors of the bus- 
iness—as to size, location, personnel of 
their executives, possibilities of their com- 
peting with our goods by means of sub- 
stitutes? (c) What influence have our bus- 
iness policies on the market—our price pol- 
icy, credit policy, discount policy, adver- 
tising policy, and sales promoting policy? 
Would a change in any or all of these be 
desirable? 

The investigation into merchandising 
methods should look carefully into such 
distribution problems as: (a) channels of 
trade—to whom are goods first sold, job- 
bers, wholesalers, commission houses, 
brokers, retailers, or directly to consum- 
ers? Are sales made through stores, sales- 
men, or agents? (b) What are the trans 
portation methods employed? (c) How is 
the sales department organized: Methods 
of training salesmen, incentives, salaries, 
commission, and bonus? Is there a line, 
staff, or committee form of organization? 

The investigation into the accessory field 
should include the matter of plant, facili- 
ties, and equipment. Could the plant pro- 
duce more than it is at present producing 
without expansion? Would an increase of 
sales result in an increase of profits? 

A thorough investigation of these four 
fields would provide sufficient dependable 
data to make possible the determination 
of the sales quota for the coming year on & 
sound and scientific basis. 
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METHODS AND ADVANTAGES OF 
EARLY CLOSING 


J. Brooxs Hecxert 


HERE IS NO LONGER any considerable 

discussion on the point that the ac- 

countant must prepare condensed 
summary statements of the operations for 
the year and the resulting financial condi- 
tion, and must maintain current records of 
the assets, liabilities and proprietorship 
items. But the function of greatest value 
to the organization is to provide analytical 
information which will promote operating 
efficiency, regardless of the complexity of 
operating details, organization or responsi- 
bility. Certain of these analyses to be of 
value must be compiled and used daily, 
weekly or monthly and must exhibit trans- 
actions immediately following their per- 
formance; and these statements must so 
interlock with the general program as to 
preclude duplication of work and result in 
the final formal closing at an early date 
each period. 

This function is the same whether the 
accountant is dealing with a financial, trad- 
ing, transportation, utility, extractive or 
manufacturing enterprise. Few controllers 
in any of these fields of business activity 
could justify their outlay for clerical and 
statistical force, except on the ground of 
promotion of operating efficiency. To ac- 
complish this task the accountant must ana- 
lyze results and the cost of securing these 
results in such manner as to determine the 
desirability of existing policies and the 
performance of individuals in carrying out 
these policies. 

This must be done in detail. It is facts 
concerning the performance of the indi- 
vidual man and the success of individual 
projects which increase output and reduce 
costs. These facts must be dependable, un- 
biased, presented in clear and understand- 
able form, and prepared and used with the 
greatest possible promptness. 

It is the importance of promptness in re- 


porting this information of which this 
paper makes special note. In the case of 
foremen and individual workers with whom 
performance must be measured daily, the 
information frequently must be presented 
not later than noon of the next day to be of 
any value. In the case of superintendents, 
department heads, branch managers, and 
functional executives who depend largely 
upon monthly summaries and analyses of 
costs and production data, the information 
rapidly declines in usefulness and effective- 
ness as its presentation is delayed. 

Monthly cost analyses for the superin- 
tendents in a steel plant are almost useless 
if presented later than the 15th of the fol- 
lowing month. Their value is beginning to 
decline rapidly even by the 10th. To be 
most effective the reports must be ready 
and the meetings of superintendents and 
committees held between the 5th and the 
10th of the following month. 

In the following pages there are set forth 
some suggestions as to the method of mak- 
ing a prompt monthly closing, the advan- 
tages of early closing, and illustrations of 
the procedure by which such early closing 
is accomplished in two organizations, one 
comparatively large, the other small. 


METHODS OF EARLY CLOSING 


The first essential for securing a prompt 
monthly closing is a comprehensive system 
and development of the proper spirit in the 
office and plant in regard thereto. The en- 
tire office force must be made to understand 
that it is a service organization, existing 
for the sole purpose of giving prompt, eco- 
nomical, and efficient service to the other di- 
visions of the business. It must be made to 
feel that the matter of prompt service on 
the part of the office is as important and 
necessary for the success of the business as 
prompt service to customers from the manu- 
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facturing and selling departments. This 
spirit can be developed by teaching the 
force not only what to do and how to do it, 
but also, why it is done. Each division of 
the clerical force must be made to see that 
its part in the daily procedure of the office 
fits into a well coordinated scheme of bring- 
ing to the management, promptly, the re- 
ports by which the operations of the busi- 
ness can be efficiently gauged. This spirit 
can be further developed by careful and defi- 
nite organization of the office, definiteness 
of responsibility and remuneration based 
upon performance rather than any level or 
seniority basis. It is also necessary to de- 
velop a spirit of cooperation between the 
accounting and operating divisions of the 
business. ‘These conditions are, of course, 
at all times desirable, but they are essential 
to carrying out a scheme of prompt closing. 

Information concerning sales and oper- 
ations comes to the office day by day and 
hour by hour and in many cases in the form 
of daily reports. These reports must be 
definitely scheduled and promptly dis- 
patched. The dispatching of this informa- 
tion can be speeded up several hours by 
careful planning, and at the end of the 
month these reports can be supplied ahead 
of the regular schedule by the use of special 
means. ‘This will help to avoid peak con- 
ditions immediately following the closing 
hour of the month. Any objection on the 
part of operating officials will be overcome 
when their departmental reports arrive 
from eight to ten days earlier, so their co- 
operation can usually be secured. A few 
hours saved in securing the last daily re- 
ports will often save a day or more in the 
work of closing. 


The third important step is the detailed 
scheduling of all work pertaining to the 
monthly closing and reports. This must be 
worked out hour by hour giving in detail 
the work which each department must do 
during the hours of the closing period. The 
schedule must state definitely when each 
item of work shall be completed and passed 
on to the next division and the responsi- 
bility to be assumed by that division. The 


schedule must be made with great care and 
exactness and strict adherence demanded. 
This will reduce lost time in the clerical de- 
partments to a minimum by avoiding a com- 
mon situation of having one department 
waiting on another. It is necessary to set 
up this schedule in a written manual, usu- 
ally as a part of the regular office or ac- 
counting manual so there can be no un- 
certainty as to the responsibility for its 
performance. 

Adequate provision must be made for the 
peak load which will fall upon the clerical 
force during the hours of the closing period, 
This can be accomplished in the following 
manner: 

(a) Have the various departments put 
aside all clerical work except that which is 
absolutely necessary to maintain the cur 
rent records, and devote their remaining 
time to the work of closing. 

(b) Arrange for the transfer of clerical 
help from one department to another as the 
peak load proceeds through the various de- 
partments. 

(c) Train the members of the clerical 
staff for duties other than their own specific 
tasks. This will also provide for delays 
which arise through the absence of regular 
personnel. 

(d) Shift expert operators to the me- 
chanical equipment as the need for rapid 
calculation arises in the various depart- 
ments. The individual clerks in a depart- 
ment may be entirely capable of using the 
mechanical equipment of the department in 
a manner satisfactory for current oper- 
ations but the work of prorating, distribut- 
ing, and summarizing during the closing 
period may demand a greater degree of 
speed and expertness. 


Considerable study must be given to the 
selection of mechanical equipment for the 
various departments. Equipment should be 
provided primarily for the purpose of han- 
dling current operations. This requires 4 
detailed analysis of the operations and 
great care in selecting the equipment most 
suitable for these operations. The writeris 
of the opinion that inadequate attention is 
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given to this matter in many cases. Special 
equipment can be provided for the sum- 
marizing and analytical work at the end of 
the month and expert operators can be pro- 
vided. Occasionally, the machines suitable 
for current operations differ materially 
from those required at the closing period. 
In many instances the attempt is made to 
select mechanical equipment which would 
equip the department for both the current 
operations and the closing period with the 
result that it has not been entirely adapted 
to either. 

Much duplicate effort can be avoided by 
carefully designing the forms by which the 
information is passed from one department 
tn another. Sometimes the data can be re- 
corded on the final reports in each depart- 
ment and thus further copying can be 
avoided. Elsewhere interdepartmental re- 
ports can be made in duplicate so that in the 
next department two different sets of clerks 
can work on the various types of data con- 
tained on the reports. These may appear 
as minor considerations but they may save 
several hours in speeding the work through 
subsequent departments. 

Much of the work of closing can be done 
before the end of the month. This includes 
such work as the determination of distribu- 
tion factors, engineering factors, shop fac- 
tors, and the advance preparation of ad- 
justment vouchers, special pay roll vouch- 
ers, etc. Where yearly developed averages 
are used they are fully as accurate, if de- 
veloped to the 25th of each month, as 
though they were developed to the close of 
the month. A yearly average developed 
from the 25th of November, 1927, to the 
25th of November, 1928, would be fully as 
useful as a distribution factor for Decem- 
ber, 1928, as though it were developed from 
November 80, 1927, to November 80, 1928. 

All reports, vouchers, forms, work sheets, 
distribution sheets, etc., should be skeleton- 
ized before the close of the month so that 
only the essential figures need be filled in 
by hand during the closing period. Often a 
three or four months’ supply of these forms 
can be made up in advance. All compara- 
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tive figures should also be filled in in ad- 
vance. 

There are always a few charges appli- 
cable to the month which cannot be vouch- 
ered before the close of the month. This 
difficulty is usually exaggerated. Insist- 
ence that all invoices be sent in promptly 
will eliminate practically all this difficulty. 
Yet certain items will remain which cannot 
be vouchered. A typical example is outside 
repair expense, pertaining to repairs not 
yet completed, such as the overhauling of 
a plant locomotive; or an administrative 
expense such as legal fees on cases still 
pending. A few days prior to the close of 
the month these items should be scrutinized 
and careful estimates secured as to the 
amount of the expenditure applicable to the 
period. These estimates can then serve as 
a basis for making vouchers by which the 
charges can be entered to the proper ac- 
counts and credits made to some such ac- 
count as “Unapproved Vouchers.” This 
information should all be at hand before the 
end of the month and all vouchers completed 
by the last day of the month. 

There is nothing more disastrous than 
for the controller’s department to place 
before individuals or committees figures de- 
noting performance by which these indi- 
viduals are to be judged, and then to find 
that the figures have resulted from clerical 
errors. 

The operating men are likely to feel that 
they are at the mercy of the controller’s de- 
partment and a few errors will weaken their 
confidence in all work of the department. 
Throughout the entire accounting program 
and particularly during the speeding of the 
closing period certain safeguards must be 
maintained against clerical errors. Each 
department head should be required to seru- 
tinize the figures on the report completed in 
his department and compare them with cor- 
responding figures of previcus months. All 
typed copies should be carefully proof- 
read. Where there is danger of error in 
mechanical calculations, they can be made 
independently by two operators. 

Where considerable hand posting must 
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be done, as is often the case with depart- 
mental cost, stores, and inventory sum- 
maries, the clerical accuracy can be insured 
by the “check 11” system. 

In a highly developed closing schedule, 
there can be no time to “hunt errors.” Ac- 
curacy must be secured automatically by 
means of interlocking and balanced records. 

It should be made clear that the fore- 
going suggestions for an early closing pro- 
gram are made to include the entire month. 
In some instances attempts have been made 
to present monthly reports early in the 
month by means of closing the figures two 
or three days before the end of the month. 
That is not what is meant here by early 
closing. All information concerning labor, 
stores, purchase and movement of mate- 
rials, construction and repair, sales, etc., 
must be included up to the closing hour of 
the last day of the month. One of the essen- 
tials of making accounting reports com- 
pletely effective is that they must be both 
accurate and complete. 


ADVANTAGES OF EARLY CLOSING 


Little needs to be said with regard to 
the advantages of early closing. They 
should be self-apparent. Analyses of sales 
by divisions, branches, territories, depart- 
ments, and salesmen lose most of their stim- 
ulating influence after the 5th of the month. 
Cost analyses are even more susceptible to 
the dulling influence of delays. To notify 
a superintendent on the 15th of the month 
that his lubricating cost of the previous 
month ran 5.44 per cent above the stand- 
ard does not impress him with necessity of a 
prompt correction of the waste. If the ac- 
counting department sees fit to delay the 
information for 15 days the superintendent 
may feel entirely justified in delaying his 
corrective measures another 15 days, with 
the result that no correction may be made 
at all, on the theory that it may be better 
to wait and see if the current month does 
not show an improvement. If, however, he 
is notified by the 5th or the 6th, he may 
be impressed by the fact that the manage- 
ment is in favor of prompt action. 
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As indicated above, information on sales 
must be reported promptly to be effective, 
The earlier the results are ascertained the 
earlier weaknesses in the sales program can 
be corrected. Moreover, the very fact that 
individual sales performance is promptly 
reported and considered in sales meetings, 
will stimulate the selling organization. 
Where selling projects are found to be too 
expensive or non-productive, they can be 
revised and resulting losses avoided. 


The primary effort of the accounting de- 
partment must be directed toward the con- 
trol of costs. One industrial executive who 
employs approximately 1,000 workers has 
made the statement that in his plant there 
are 1,000 chances a minute for the workers 
to waste their time, and that what he wants 
from his accounting department is informa- 
tion by which he can control that waste. 
Much of this reporting must be done daily 
and weekly. At best, monthly figures can 
only summarize the results and center the 
responsibility on operating heads, but it is 
imperative that these summaries be made 
immediately upon the close of the month, 
Cost committee meetings can then be held 
from the 8rd to the 7th day of the month 
instead of from the 15th to the 20th, as is 
so frequently true in plants large or small. 
Cost information coming to cost committees 
and department heads early in the month 
will have a vital influence and will give real- 
ity to our much-talked-of “dynamic use of 
accounting.” In one department of the 
steel plant whose closing schedule is illus- 
trated later in this paper, a reduction of 
24 per cent in the cost of one department 
has been effected by prompt analyses of 
costs. This department processes over 
10,000 tons of steel per month and the de- 
partmental saving alone has amounted to 
55¢ per ton. There has been no change im 
equipment or personnel. Cost reports com- 
ing through ten days earlier than formerly 
will result in correction being made often- 
times ten days earlier than would otherwise 
be done and the saving throughout an entire 
plant may be tremendous. 

Summary figures on inventories of mate- 
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rials, supplies, work in process, finished 
goods, and turnover data, if brought to the 
inventory committees promptly, permit 
them to make quick adjustments in the in- 
ventories, and closely relate them to changes 
in the production program and outlook. 
Substantial reduction in inventories or in- 
creases in turnover can usually be secured 
by prompt reporting of the inventory quan- 
tities and values. 

It will be found in many instances that 
a procedure for early closing will automati- 
cally advance the final billing and monthly 
statements. It is a mistake when the con- 
fusion of the closing period causes delay in 
clearing the final billings and statements. 
These should be made a part of the regular 
closing schedule with the result that both 
will go out on time, a procedure which will 
in turn shorten the collection period and 
improve the accounts receivable turnover. 


On the whole, accounting offices have not 
been the most efficiently operated divisions 
of the business. The output of the con- 
troller’s department, when it comes late in 
the month, has not commended itself for 
managerial purposes. A comprehensive 
series of reports for all departments and 
individuals from cost committees to presi- 
dent, presented in strict accordance with 
a rigid schedule will go far toward empha- 
sizing the importance of prompt and defi- 
nite action, and will greatly enhance the 
managerial uses of the accounting data. 

While it may seem a minor consideration 
there can be no question but what the de- 
tailed and prompt scheduling of the work 
of monthly closing will increase the inter- 
est of the office in its task. Clerks come to 
feel the importance attached to their work, 
and that all the daily routine they are asked 
to carry on has a definite purpose and value. 
They take pride in fulfilling their schedules 
and frequently make suggestions for im- 
proving them. The writer thinks of one 
case in which there was a general insistence 
upon overtime work which had to be curbed 
by officials. Early closing schedules almost 
invariably improve the general efficiency 
and morale of the office organization. 


In firms in which salesmen, department — 


heads, foremen and workers receive monthly 
commissions or bonuses it wiil be found that 
they are far more effective when they are 
determined and paid promptly. 


OBJECTIONS TO EARLY CLOSING 


Frequent objections are advanced by 
controllers and office managers to the pro- 
cedure of early closing. The statement is 
often heard that it may be successfully ac- 
complished in an organization where there 
is a large clerical force but that it cannot 
be applied to a smaller office, or that it 
may be possible in a small office but it would 
not work with a large organization. The 
writer has attempted to meet this objection 
by giving two concrete illustrations, one 
from a combaratively large concern, the 
other from a smaller concern, in both of 
which the plan is being operated with ex- 
cellent results. 

It is objected that early closing methods 
are expensive. The facts do not support 
this objection. In the case of both com- 
panies illustrated below the office expense 
has been substantially. reduced under an 
early closing schedule. Duplicate work has 
been avoided, clerks have been trained for 
more than one task, expert mechanical oper- 
ators have been shifted to meet the need of 
rapid calculation, peak loads have been 
provided for'and the morale of the organi- 
zations has been improved. All of these 
have been factors in reducing the total 
clerical cost. There is probably no firm 
employing a clerical force of ten or more 
people which cannot carry out successfully 
a plan of early closing with no added ex- 
pense. 

The late receipt of invoices from credi- 
tors is a negligible objection. There is no 
organization which cannot correct this situ- 
ation. Such invoices as cannot be secured 
can be handled in the manner suggested 
earlier in this discussion. 

Speaking generally, the chief obstacle to 
a program of early closing is the apathy of 
the controller’s division with respect to the 
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task and of doing the preliminary work Stores and Stationery De- 
necessary to develop the proper program partments .............. Page 47 
and schedules. Once the task is accom- Raw Materials Department . Page 48 


plished, the work of carrying out a prompt 


closing program is less than the haphazard Steel Mil ead 


and tardy methods now in common use. other Mise. Depts Page 50 to 5 
Schedule Adopted 
ILLUSTRATIONS OF MONTHLY CLOSING September 80, 1928 
SCHEDULES 


There is given below the indices and a Last Day of Month 
few illustrative pages from the monthly (The schedule herein applies to the current 
closing schedules of two firms: The Ohio month ) 
Steel Corporation and The Columbus Blank = 8:00 4.m.—Accounts Payable Department 


Book Manufacturing Company. 


: : ing Run No. 1. 
8:00 Department _ will 
Annual Sales—$80,000,000 furnish the Manufacturing Cost 
Number of Employes—9,000 to 12,000 Department with summary of Di- 
Clerical Force—230 rect Labor Charges covering ap- 
Products—Large variety of alloy steel proximately twenty-four days. 


11:00 a.m.—Tabulating Department will fur- 
nish the Accounts Payable De- 
partment with tapes covering the 


products and steel sheets 
Number of Plants—3 


Number of different items controlled by h 
detailed inventory records—86,000 Run No 
11:30 a.m.—Heat Treat Department, Hamil- 
OHIO STEEL CORPORATION ton, will furnish the Cost Produc 


tion Department with Previous 
day’s report. 
11:30 a.m.—Heat Treat Department, Middle- 


AccountTING DEPARTMENT 
SCHEDULES FOR MONTHLY CLOSING 


Index town, will furnish the Cost Pro 
Master Schedule ............ Page 1to18 duction Department with previ- 
Third Last Day ........... Page 1 ous day’s report. 
Second Last Day .......... Page 2 2:00 p.m.—Cost Production Department will 
Page 3 furnish the Tabulating Depart- 
Page 4to 9 ment with the Heat Treat and 
Page 10 to 13 Annealing Production Reports 
Mp npartenakaane Page 14 to 16 for the second last day. 
TT Page 17 4:00 p.m.—Distribution Department will 
th Page 18 furnish the General Bookkeeping 
Departmental Schedules ...... Page 19 to 52 Department with journal vouch 
General Bookkeeping Depart- ers covering the distribution of 
Page 19 to 21 Main Office Carpenter’s Labor. 
Billing Department ........ Page 22to23 6:00Pr.m.—Open Hearth Departments a 
Accounts Payable Depart- Hamilton and Middletown will 
Page 24 to 25 furnish the Raw Materials De 
Treasury Department ...... Page 26 partment with report of Molds 
Tabulating Department .... Page 27 to 30 and Stools Scrapped. 
Plant Pay Roll Department . Page 31 5:00 p.m.—Roll Shop Department will fur 
Manufacturing Cost Depart- nish the Raw Materials Depart 
Page 32 to 37 ment with Rolls Scrapped # 
Cost Production Department Page 38 to 42 United Steel, South Steel and 


Distribution Department .. . Page 48 to 46 Middletown Steel Divisions. 
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5:80 p.m.—Order and Shipping Departments 
will furnish the Billing Depart- 
ment with final Trade Man. sts. 


First Day of Month 


(The schedule herein applies to the preceding 

month. ) 

11:00 a.m.—Tabulating Department will fur- 
nish the Cost Production Depart- 
ment with tape of the Heat Treat 
and Annealing Fuel Factors 
(Run No. 1) for the month, ex- 
cepting the last day which is hand 
posted. 

11:00 a.m.—Steel Division Production De- 
partments, Hamilton, will furnish 
the Cost Production Department 
with final reports. 

Individual 

furnishing 

report 


Reports 


85” and 18” Mills Pro- 
duction 
20”, 9” and 8” Mills 
Production .......... Bryant 
Heat Treat Production. . Bright 
Cold Draw Production. . Younger 
Cold Draw Operations. . Younger 


Ingot Inventory ....... Cowman 
Soaking Pit Inventory... . Barry 
Chipping, Grinding and 


Pickling Production . . .Singer 
O.H. Production—South 

Division 
32” and 18” 

Prod.—South Div... .Springer 

11:00 a.m.—Heat Treat Department, Middle- 
town, will furnish the Cost Pro- 
duction with final Production 
Reports. 

11:00 a.m.—Distribution Department will 
furnish the Manufacturing Cost 
Department with a summary 
covering the distribution of Yard 
Switching Hours. 

12:00 m.—Cost Production Department will 
furnish the Treasury Department 
with Pay Tonnage of the Steel 
Divisions. 

12:00 m.—Cost Production Department will 
furnish the Plant Pay Roll De- 
partment with Pay Tonnage of 
the Steel Divisions. 

12:00. m.—Manufacturing Cost Department 
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will furnish the General Book- 
keeping Department with Recap 
of Furnace Division Sales, 

12:00 m.—General Bookkeeping Depart- 
ment will furnish the Manufac- 
turing Cost Department with dis- 
tribution of Main Office Carpen- 
ter’s Time. 

1:00 p.m.—Accounts Payable Department 
wil] furnish the General Book- 
keeping Department with Ac- 
counts Payable Voucher No. 1. 


Third Day of Month 


(The schedule herein applies to the preceding 

month) 

9:00 a.m.—Distribution Department will 
furnish the Billing Department 
with Debit and Credit Memos for 
Stores and Labor. 

10:00 a.m.—Tabulating Department will fur- 
nish the Distribution Department 
with summary tape covering 
Hamilton Works Stark Division. 

10:30 a.m.—Distribution Department will 
furnish the Manufacturing Cost 


Department with Hamilton 
Works South Steel Division Cost 
Exhibit. 


11:00 a.m.—Tabulating Department will fur- 
nish the Cost Production Depart- 
ment with tapes covering Steel 
Finishing Monthly Production 
Run No. 1. 

11:30 a.m.—Manufacturing Cost Department 
will furnish the Billing Depart- 
ment with final Billing. 

12:00 m.—Cost Production Department will 
furnish the Manufacturing Cost 
Department with the Middletown 
Steel 34” Mill and 24” Mill 
Metal Sheets, and United Steel 
Division 35” Mill and 18” Mill 
Metal Sheets. 

1:00 p.m.—General Bookkeeping Depart- 
ment will furnish the Manufac- 
turing Cost Department with 
Royalty Voucher No. 2. 

1:00 p.m.—Distribution Department will 
furnish the Manufacturing Cost 
Department with the Hamilton 
Works United Steel, Stark and 
South Sheet Divisions Cost Ex- 
hibits. 
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1:00 p.m.—T abulating Department will fur- 
nish the Plant Pay Roll Depart- 
ment with Pay Roll Sheets for 
the departments completed by 
noon this day and continue to 
furnish sheets as each department 
is completed. 

2:00 p.m.—T abulating Department will fur- 
nish the Cost Production Depart- 
ment with tape covering Cold 
Draw Monthly Production Run 
No. 1, forwarding the sheets by 
departments as completed. 

8:00 p.m.—Manufacturing Cost Department 
will furnish the General Book- 
keeping Department with all 
miscellaneous Vouchers. 

3:00 p.m.—Billing Department will furnish 
the Tabulating Department with 
final Debit and Credit Memos. 


The Columbus Blank Book Manufacturing 
Company 

Annual Sales—$900,000 

Number of Employes—200 

Clerical Force—17 

Products—Manufacturing Blank Books, 
Legal Forms, Election Supplies, Job Print- 
ing, Ruling and Binding. Retailing Sta- 
tionery, Office Supplies, Office Furniture 

Number of Plants—1 

Number of different items controlled by 


No. Description 


1 Sales and Returns by departments, for month, com- 


parative 3 years 


2 Sales and Returns by departments, for year to date, 


comparative 3 years 


8 Sales by territories, to date, comparative 5 years 


4 Sales by Salesmen, for month and to date, compara- 


tive 3 years 


5 Statement of Profit and Loss for month, by divisions 


detailed inventory records: Raw Material 
—1,100; Legal Forms—i0,500; Retail 
Stock—6,000. 


THE COLUMBUS BLANK BOOK MANU- 
FACTURING COMPANY 


Scuepute ror Montutiy Cxosine, Reports 
aND Committee MEETINGS 


Index 
Master Schedule Pages 
Schedule of Reports and Committee 
Prior to Second Last Day ......... 4 
Test: Day, 4 
5 
5 
5 
Departmental Schedules 
Sales Analysis Department ........ 6 
General Ledger Clerk ............ 9 
Accounts Receivable Clerk ........ 10 
Vouchers Payable Clerk .......... ll 
Billing Department .............. 12 
Factory Time Clerk .............. 18 
Payroll Department .............. 14 
Effective January 11, 1927 
Reports Time 
For Due 
Genl. Mgr. 2:80 
Sales Mgr. 2nd 
Dept. Heads Day 
Auditor 
Genl. Mgr. 2:30 
Sales Mgr. 2nd 
Dept. Heads Day 
Auditor 
Bd. of Dir. 8:30 
Genl. Mgr. 2nd 
Sales Mgr. Day 
Auditor 
Genl. Mgr. 10:00 
Sales Mgr. 8rd 
Auditor Day 
Bd. of Dir. 1:80 
Genl. Mgr. 4th 


Auditor Day 


| 1] 
13 
lf 
7 If 
If 
7 1 
If 


to 


aoc > > 


10 


12 


18 


14 


15 


16 


17 


18 


19 


Statement of Profit and Loss, to date, by divisions 


Balance Sheet 


Profit and loss by departments, gross profit and net 
profit, comparative 


Profit and loss by salesmen, gross profit and net pro- 

fit, comparative 

Individual reports of salesmen: sales, direct and in- 
direct; returns; gross profit; direct expense; net 

profit—comparative 

Purchases, invemtories, and turnover, comparative 


Spoiled work analyses 


Administrative, selling and general expense compari- 
sons 


Production and cost analyses of Ruling Department 


Production and Cost Analyses of Printing Depart- 
ments 


Production and cost analyses of Press Departments 


Production and cost analyses of Bindery Machine 
Departments 


Production and cost analyses of Men’s Bindery De- 
partments 


Production and cost analyses of Girls’ Bindery De- 
partment 


Dept. Foremen 

Asst. Foremen 

Auditor 

Genl. Mgr. 

Asst. Genl. Mgr. 

Sales Mgr. 

Dept. Heads 

Auditor 

Supt. of Factory 

Foreman of Dept. 

Asst. Foreman 

Auditor 

Supt. of Factory 

Foremen of Depts. 

Asst. Foremen 

Auditor 

Supt, of Factory 

Foremen of Depts. 

Asst. Foremen 

Auditor 

Supt. of Factory 

Foremen of Depts. 

Asst. Foremen 

Auditor 

Supt. of Factory 

Foremen of Depts. 

Asst. Foremen 

Auditor 

Supt. of Factory 

Forewoman of 
Dept. 

Asst. Foreman 

Auditor 
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Auditor Day 
a Bd, of Dir. 8:30 
Genl. Mgr. 4th ; 
Auditor Day 
8 Genl. Mgr. 4:80 
PORTS Sales Mgr. 4th 
Dept. Heads Day 
Auditor 
9 Genl. Mgr. 10:00 
Sales Mer. sth 
Auditor Day 
a = Genl. Mgr. 12:00 J 
Sales Mgr. 5th 
Auditor Day 
11 Genl. Mgr. 1:00 
4- Buyers 5th 
Dept. Heads Day 
Auditor 
Genl. Mgr. 2:00 
Sales Mgr. 5th 
; Supt. for Factory Day 
6 
7-8 
oh 
10 ; 
ll Day 
12 
18 
oth. | 
Day 
ue 6th 
Day 
2:00 
6th 
Day 
6th 
Day 
7th 
Day 
11:00 
| Day 
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20 Analysis of operation cost rates 


21 Salesmen’s Commissions 


22 Foremen’s Bonuses 


The Accounting Review 


Committee Meetings 


Committee 


Sales Budget Committee .................. 
Factory Sales Meeting .................... 
Store Inventory Committee ................ 
Factory Inventory Committee .............. 
Factory Cost Committee .................. 
General Sales Meeting ....... 


Master ScHEDULE 


Prior to Second Last Day of Month 

All work copies of reports will be skeleton- 
ized including all comparative figures. 

All work sheets will be skeletonized. 

All reports will be typed in skeleton form. 

All current forms and sheets to begin the 
new month will be prepared and inserted in 
binders. 


Second Last Day of Month 


10:00 a.m.—Summary of all . inter-depart- 
mental transfers will be com- 
pleted to date. 

3:00 p.m.—Completed order summaries will 
be completed to date. 

5:00 p.m.—Chargeable, non-chargeable, and 
operation time analyses for all 
factory departments will be sum- 
marized to close of third last day 
of month. 

5:00 p.m.—The accrued commercial payroll 
will be determined by the payroll 
department and voucher made, 
subject to revision. 


Last Day of Month 


10:00 a.m.—Voucher summary will be com- 
pleted to date. 


Genl. Mgr. 2:00 

Supt. of Factory 7th 

Estimator Day 

Dept. Foremen 

Auditor 

Genl. Mgr. 4:00 

Sales Mgr. 7th 

Auditor Day 

Salesmen 

Genl. Mgr. 4:00 

Supt. of Factory 7th 

Auditor Day 

Foremen 

Working 
Hour Day 

4:00 p.m 8rd 
3:00 p.m 4th 
0) 2:00 p.m 5th 
3:00 P.m 5th 
8:00 P.M 7th 
8:00 p.m 8th 


11:00 a.m.—Material requisition summaries 
will be completed to second last 
day of month. 

2:00 p.m.—All debit and credit postings to 
accounts receivable will be com- 
pleted to close of second last day 
of month. 

4:30 p.m.—Material requisitions for last 
day will be delivered to Cost De- 
partment . 

5:00 p.m.—All monthly adjustment vouchers 
will be prepared. 

5:00 p.m.—All sales analyses will be sum- 
marized to second last day of 
month, 

6:00 p.m.—Billing Department will complete 
all billing for the month and de- 
liver duplicates to Accounts Re- 
ceivable Department. 


First Day of Month 


9:00 a.m.—Commercial payroll voucher will 
be delivered to General Ledger 
Clerk. 

10:00 a.m.—The summary of completed or- 
ders will be completed to close of 
month and cost journal entry 
made. 

3:00 p.m.—All account receivable debit and 
credit postings will be completed 


10 


12 


18 


14 


15 


16 


17 


18 


19 


Statement of Profit and Loss, to date, by divisions 


Balance Sheet 


Profit and loss by departments, gross profit and net 


profit, comparative 


Profit and loss by salesmen, gross profit and net pro- 

fit, comparative 

Individual reports of salesmen: sales, direct and in- 
direct; returns; gross profit; direct expense; net 

profit—comparative 

Purchases, inventories, and turnover, comparative 


Spoiled work analyses 


Administrative, selling and general expense compari- 
sons 


Production and cost analyses of Ruling Department 


Production and Cost Analyses of Printing Depart- 
ments 


Production and cost analyses of Press Departments 


Production and cost analyses of Bindery Machine 
Departments 


Production and cost analyses of Men’s Bindery De- 
partments 


Production and cost analyses of Girls’ Bindery De- 
partment 


Bd. of Dir. 
Genl. Mgr. 
Auditor 

Genl. Mgr. 
Sales Mgr. 
Dept. Heads 
Auditor 

Genl. Mgr. 
Sales Mgr. 
Auditor 

Genl. Mgr. 
Sales Mgr. 
Auditor 

Genl. Mgr. 
Buyers 

Dept. Heads 
Auditor 

Genl. Mgr. 
Sales Mgr. 
Supt. for Factory 
Dept. Foremen 
Asst. Foremen 


Supt. of Factory 
Foreman of Dept. 


Asst. Foreman 

Auditor 

Supt. of Factory 

Foremen of Depts. 

Asst. Foremen 

Auditor 

Supt. of Factory 

Foremen of Depts. 

Asst. Foremen 

Auditor 

Supt. of Factory 

Foremen of Depts. 

Asst. Foremen 

Auditor 

Supt. of Factory 

Foremen of Depts. 

Asst. Foremen 

Auditor 

Supt. of Factory 

Forewoman of 
Dept. 

Asst. Foreman 

Auditor 
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20 Analysis of operation cost rates 


21 Salesmen’s Commissions 


22 Foremen’s Bonuses 


Genl. Mgr. 2:00 
Supt. of Factory 7th 
Estimator Day 
Dept. Foremen 

Auditor 

Genl. Mgr. 4:00 
Sales Mgr. 7th 
Auditor Day 
Salesmen 

Genl. Mgr. 4:00 
Supt. of Factory 7th 
Auditor Day 


Committee Meetings 


Sales Budget Committee 
Store Sales Meeting 
Factory Sales Meeting 

Store Inventory Committee 
Factory Inventory Committee 
Factory Cost Committee 
General Sales Meeting 


Master ScHEDULE 


Prior to Second Last Day of Month 


All work copies of reports will be skeleton- 
ized including all comparative figures. 

All work sheets will be skeletonized. 

All reports will be typed in skeleton form. 

All current forms and sheets to begin the 
new month will be prepared and inserted in 
binders. 


Second Last Day of Month 


10:00 a.m.—Summary of all inter-depart- 
mental transfers will be com- 
pleted to date. 

8:00 p.m.—Completed order summaries will 
be completed to date. 

5:00 p.m.—Chargeable, non-chargeable, and 
operation time analyses for all 
factory departments will be sum- 
marized to close of third last day 
of month. 

5:00 p.m.—The accrued commercial payroll 
will be determined by the payroll 
department and voucher made, 
subject to revision. 


Last Day of Month 


10:00 a.m.—Voucher summary will be com- 
pleted to date. 


Working 
Day 
3rd 
4th 
4th 
5th 
5th 
7th 
8th 


11:00 a.m.—Material requisition summaries 
will be completed to second last 
day of month. 

2:00 p.m.—All debit and credit postings to 
accounts receivable will be com- 
pleted to close of second last day 
of month. 

4:30 p.m.—Material requisitions for last 
day will be delivered to Cost De- 
partment . 

5:00 p.m.—All monthly adjustment vouchers 
will be prepared. 

5:00 p.m.—aAll sales analyses will be sum- 
marized to second last day of 
month. 

6:00 p.m.—Billing Department will complete 
all billing for the month and de- 
liver duplicates to Accounts Re- 
ceivable Department. 


First Day of Month 

9:00 a.m.—Commercial payroll voucher will 
be delivered to General Ledger 
Clerk. 

10:00 a.m.—The summary of completed or- 
ders will be completed to close of 
month and cost journal entry 
made. 

3:00 p.m.—All account receivable debit and 
credit postings will be completed 
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and duplicates turned over to 
sales analysis clerk. 

3:30 p..—All time and payroll summaries 
will be completed and vouchers 
delivered to Cost and General 
Accounting Departments and cost 
journal entries made. 

5:00 p.m.—Voucher summary will be com- 
pleted. 

6:00 p.m.—All sales analyses will be com- 
pleted. 

6:00 p.a.—Final postings to all cost sheets 
will be completed and the cost 
ledger summarized. 


Second Day of Month 


9:30 a.m—Summary of all inter-depart- 
mental transfers will be com- 
pleted and entered in cost jour- 
nal. 

10:00 a.m.— Summary of material requisition 
will be completed. 

11:00 a.m.—Factory distribution factors will 
be completed. 

12:00 m.—All general and cost journal en- 
tries will be completed. 

2:30 p.m.—Reports No. 1 and 2 will be com- 
pleted. 

8:00 p.m.—All monthly statements will be 
completed and mailed. 

3:00 p.m.—All general journal postings will 
be completed. 

3:00 p.m.—All current accounts receivable 


posting. 
8:30 p.m.—Report No. 3 will be completed. 
5:00 p.u.—Trial Balance will be completed. 


Third Day of Month 
10:00 a.m.—Report No. 4 will be completed. 
12:00 m.—Trial Balance and work sheet will 
be completed ready for depart- 
mental expense analysis. 
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4:00 p.m.—Departmental expense analysis 
will be completed. 


Fourth Day of Month 

11:00 a.m.—Salesmen’s individual expenses 
and gross profit will be calcu- 
lated, both amounts and percent- 


ages. 

1:30 p.m.—Report No. 5 will be 

2:30 p.m.—Report No. 6 will be completed. 
8:30 p.m.—Report No. 7 will be completed. 
4:30 p.m.—Report No. 8 will be completed. 


Fifth Day of Month 
10:00 a.m.—Report No. 9 will be 
12:00 m.—Report No. 10 will be completed. 
1:00 p.m.—Report No. 11 will be completed. 
2:00 p.m.—Report No. 12 will be completed. 
4:00 p.m.—Report No. 13 will be completed. 
5:00 p.m.—Production and cost analyses of 
Ruling, Printing, Press, and 
Bindery Machine Departments 
will be completed. 


Sizth Day of Month 
9:00 a.m.—Report No. 14 will be completed. 
11:00 a.a.—Report No. 15 will be completed. 
2:00 p.m.—Report No. 16 will be completed. 
4:00 p.a.—Report No. 17 wil! be completed. 
5:00 p.m.—Production and cost analyses of 
Men’s Bindery and Girls’ Bin- 
dery Departments will be com- 

leted. 


P 
5:00 p.m.—Analysis of Operation Costs will 
be completed. 


Seventh Day of Month 

10:00 a.a.—Report No. 18 will be completed. 

11:00 a.m.—Report No. 19 will be completed. 

2:00 p.m.—Report No. 20 will be completed. 

4:00 p.a.—Reports No. 21 and 22 will be 
completed. 

(Departmental schedules are omitted) 
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Accountancy lacks defini- 
tions. Unlike the law, it has 
no high court to which it 
can refer disputed words 
and phrases. Textbooks have mostly 
shunned the responsibility of formulating 
cleanly-cut definitions, and the results ob- 
tained thus far by professional bodies have 
been almost nil. 

Lately the Committee on Terminology of 
the American Institute of Accountants has 
been attempting to collect together the 
meanings of words commonly employed by 
the profession. Definitions, however, they 
do not appear to be. Here is the meaning 
attributed to surplus as reported by the 
Committee in the October, 1922, issue of the 
Journal of Accountancy: 

Surplus . . . . measures the excess of as- 
sets over liabilities and capital . . . . it in- 
dicates the maximum amount of undistributed 
profits which, if available in liquid form, may 
be distributed to stockholders. . . . . Surplus 
(a) may be accumulated through the normal 
operations of a business, (b) it may be paid 
in upon incorporation or as a part of later 
financing, (c) it may result from a reappraisal 
of assets, reflecting thereby either a correction 
or adjustment of former account classification 
or an unearned increment, (d) it may be ac- 
quired through the purchase of a company’s 
own stock or obligations, or in other ways. 

However, surplus is surplus by whatever legal 
means acquired and is distributable as such, 
subject to the facts, legal aspects and moral 
restrictions applicable to each case. 

A word can hardly be defined by its cor- 
relates, and since assets are correlates of 
liabilities and net worth, the first part of 
the Committee’s comments must, in the in- 
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the 
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terests of good definitions, be ruled out. 
The next section attempts to describe the 

narrow usage of the term, but it might well 

have been confined to the two words “un- 

distributed profits.” It is difficult to see 

just how the phrases “the maximum 

amount,” “if available in liquid form,” and 

“may be distributed” add anything except 

confusion; a property dividend is a distri- 

bution to stockholders resorted to when 

assets other than cash are at hand in an 

amount in excess of current requirements. 

A stock dividend is also frequently taken 

from undistributed profits. Again, in cit- 

ing the sources of surplus, the various 
types are not distinguished and no hint is 
given as to the appropriate procedure in 
setting forth these different forms. Cer- 
tainly a stockholder would be misled if he 
were to find on a balance sheet all these 
forms thrown together under a single head- 
ing. The final section of the Committee’s 
remarks attempts to summarize previous 
comments and adds nothing to preceding 
statements. 

A second attempt was made by the Com- 
mittee, which appeared in the May, 1929, 
Journal: 

Earned surplus: surplus derived from the 
profits of a business. Does not differ from 
current surplus. . . . . Current surplus: the 
surplus from which dividends may be paid 

. derived from profits of a business, 
including all realized profits whether ordinary 
or extraordinary profits, but excludes capital 
and appraisal surplus. 

Here the Committee says that earned 
surplus is surplus of a certain character. 
But what is surplus? Could not the term 
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and duplicates turned over to 
sales analysis clerk. 

3:30 p.m.—All time and payroll summaries 
will be completed and vouchers 
delivered to Cost and General 
Accounting Departments and cost 
journal entries made. 

5:00 p.m.—Voucher summary will be com- 
pleted. 

6:00 p.m.—All sales analyses will be com- 
pleted. 

6:00 p.m.—Final postings to all cost sheets 
will be completed and the cost 
ledger summarized. 


Second Day of Month 


9:30a.m—Summary of all inter-depart- 
mental transfers will be com- 
pleted and entered in cost jour- 
nal. 

10:00 a.m.—Summary of material requisition 
will be completed. 

11:00 a.m.—Factory distribution factors will 
be completed. 

12:00 m.—All general and cost journal en- 
tries will be completed. 

2:30 p.m.—Reports No. 1 and 2 will be com- 
pleted. 

8:00 p.m.—All monthly statements will be 
completed and mailed. 

3:00 p.m.—All general journal postings will 
be completed. 

3:00 p.m.—All current accounts receivable 
posting. 

3:30 p.m.—Report No. 3 will be completed. 

5:00 p.m.—Trial Balance will be completed. 


Third Day of Month 
10:00 a.m.—Report No. 4 will be completed. 
12:00 m.—Trial Balance and work sheet will 
be completed ready for depart- 
mental expense analysis. 
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4:00 p.m.—Departmental expense analysis 
will be completed. 


Fourth Day of Month 

11:00 a.m.—Salesmen’s individual expenses 
and gross profit will be calcu- 
lated, both amounts and percent- 


ages. 
1:80 p.m.—Report No. 5 will be completed. 
2:30 p.m.—Report No. 6 will be completed. 
3:30 p.m.—Report No. 7 will be completed. 
4:30 p.m.—Report No. 8 will be completed. 


Fifth Day of Month 
10:00 a.m.—Report No. 9 will be completed. 
12:00 m.—Report No. 10 will be completed. 
1:00 p.m.—Report No. 11 will be completed. 
2:00 p.m.—Report No. 12 will be completed. 
4:00 p.m.—Report No. 13 will be completed. 
5:00 p.m.—Production and cost analyses of 
Ruling, Printing, Press, and 
Bindery Machine Departments 
will be completed. 


Sizth Day of Month 
9:00 a.m.—Report No. 14 will be completed. 
11:00 a.m.—Report No. 15 will be completed. 
2:00 p.m.—Report No. 16 will be completed. 
4:00 p.m.—Report No. 17 will be completed. 
5:00 p.m.—Production and cost analyses of 
Men’s Bindery and Girls’ Bin- 
dery Departments will be com- 
pleted. 
5:00 p.u.—Analysis of Operation Costs will 
be completed. 


Seventh Day of Month 
10:00 a.m.—Report No. 18 will be completed. 
11:00 a.m.—Report No. 19 will be completed. 
2:00 p.m.—Report No. 20 will be completed. 
4:00 p.a.—Reports No. 21 and 22 will be 
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ERIC L. KOHLER, Editor 


Accountancy lacks defini- 

EARNED _ tions. Unlike the law, it has 

SURPLUS no high court to which it 

ean refer disputed words 

and phrases. Textbooks have mostly 

shunned the responsibility of formulating 

cleanly-cut definitions, and the results ob- 

tained thus far by professional bodies have 
been almost nil. 

Lately the Committee on Terminology of 
the American Institute of Accountants has 
been attempting to collect together the 
meanings of words commonly employed by 
the profession. Definitions, however, they 
do not appear to be. Here is the meaning 
attributed to surplus as reported by the 
Committee in the October, 1922, issue of the 
Journal of Accountancy: 

Surplus . . . . measures the excess of as- 
sets over liabilities and capital . . . . it in- 
dicates the maximum amount of undistributed 
profits which, if available in liquid form, may 
be distributed to stockholders. . ... . Surplus 
(a) may be accumulated through the normal 
operations of a business, (b) it may be paid 
in upon incorporation or as a part of later 
financing, (c) it may result from a reappraisal 
of assets, reflecting thereby either a correction 
or adjustment of former account classification 
or an unearned increment, (d) it may be ac- 
quired through the purchase of a company’s 
own stock or obligations, or in other ways. 
However, surplus is surplus by whatever legal 
means acquired and is distributable as such, 
subject to the facts, legal aspects and moral 
restrictions applicable to each case. 

A word can hardly be defined by its cor- 
relates, and since assets are correlates of 
liabilities and net worth, the first part of 
the Committee’s comments must, in the in- 


terests of good definitions, be ruled out. 
The next section attempts to describe the 
narrow usage of the term, but it might well 
have been confined to the two words “un- 
distributed profits.” It is difficult to see 
just how the phrases “the maximum 
amount,” “if available in liquid form,” and 
“may be distributed” add anything except 
confusion; a property dividend is a distri- 
bution to stockholders resorted to when 
assets other than cash are at hand in an 
amount in excess of current requirements. 
A stock dividend is also frequently taken 
from undistributed profits. Again, in cit- 
ing the sources of surplus, the various 
types are not distinguished and no hint is 
given as to the appropriate procedure in 
setting forth these different forms. Cer- 
tainly a stockholder would be misled if he 
were to find on a balance sheet all these 
forms thrown together under a single head- 
ing. The final section of the Committee’s 
remarks attempts to summarize previous 
comments and adds nothing to preceding 
statements. 

A second attempt was made by the Com- 
mittee, which appeared in the May, 1929, 
Journal: 

Earned surplus: surplus derived from the 
profits of a business. Does not differ from 
current surplus... . . Current surplus: the 
surplus from which dividends may be paid 

derived from profits of a business, 
including all realized profits whether ordinary 
or extraordinary profits, but excludes capital 
and appraisal surplus. 

Here the Committee says that earned 


surplus is surplus of a certain character. | 


But what is surplus? Could not the term 
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have been described in words which do not 
appear in the term itself? The Committee 
proceeds to qualify “surplus” by “derived 
from profits of a business,” which would 
appear to include all profits and exclude all 
items not representing profits. Boiled 
down, the definition might as well have 
read: Earned surplus is profits. But un- 
fortunately that is not enough. “The sur- 
plus from which dividends may be paid.” 
In some jurisdictions dividends may be 
paid from any surplus. And why intro- 
duce a new term, current surplus? The 
Committee cites no cause for the abandon- 
ment of the well-established “earned” sur- 
plus and no reason can be imagined for its 
summary disposal. 

Three years ago a new Committee was 
recruited from the ranks of Institute mem- 
bers with the avowed object of formulating 
but one definition—that of “earned sur- 
plus.” For three years the Committee has 
wrestled manfully with the problem, and a 
definition has finally evolved. The report 
of the Committee has not been published 
and the definition cannot at this time be 
reproduced. Some of the difficulties which 
the Committee has faced may, however, be 
cited. 

In defining earned surplus it became nec- 
essary to define surplus and also the forms 
of surplus other than earned. The term 
is in this manner described from without as 
well as from within. It seemed desirable 
also to frame a standard of practice to be 
followed in the application of these terms 
to financial statements. 

The problem of unrealized appreciation 
was duly considered and the Committee has 
gone on record as favoring the charging to 


expense of depreciation based on appraisal 
values, where the directors desire to give 
expression to such appraised values on the 
balance sheet. In this manner revaluation 
surplus becomes permanently capitalized 
and becomes in a sense equivalent to any 
form of surplus permanently capitalized 
through a stock dividend. Of course the 
revaluation surplus may be, and often is, 
so disposed of. 

“Surplus” and “capital surplus” are 
common balance sheet terms, but they are 
generic in character. Their elimination on 
a balance sheet, except when accompanied 
by a qualifying adjective, would be a help- 
ful forward step. 

But perhaps the greatest difficulty that 
had to be met squarely was the inevitable 
tendency to fall back on court decisions and 
state laws as sources for the surplus defini- 
tions. The Committee finally decided that 
its own definition must be framed and that 
any digressions therefrom should be re- 
garded as exceptions to the general rule. 

The conferences of the Committee on 
earned surplus have elicited a number 
of factors which future committees on 
definitions might well consider: (1) defi- 
nitions must conform to logical principles ; 
(2) “may” has no place in a definition; 
(8) applications of the term are helpful 


adjuncts to the definition; (4) a somewhat - 


arbitrary concept is better than no defini- 
tion at all; (5) a process of selection must 
be followed whereby synonyms and ambigu- 
ous terms are rejected and but one term 
for each concept remains; and (6) only 
by carefully compounded and related defi- 
nitions can a consistent body of financial 
theory be evolved. 
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THE ACCOUNTING EXCHANGE 


An ExpEeRIMENT IN STUDENT AND 
RatTine 


OST instructors in accounting 
M will agree that a reliable and ac- 
curate aptitude test for account- 
ing would be a means of saving a great deal 
of wasted effort. Such a test would serve 
two general purposes. It would first serve 
as an instrument for vocational guidance. 
The results would, of course, have to be 
stated in terms of probabilities only. Sec- 
ond, such a test would be of assistance in 
the administration of accounting courses. 
For example, the basic course might be 
sectioned on the basis of relative student 
aptitude. 

An attempt was recently made to de- 
velop such a test at the University of Ore- 
gon. The experiment was started in the 
fall term of 1927-28. A battery of seven 
tests was prepared, composed of material 
which was thought to have the greatest 
relation to accounting. These tests were 


given at the beginning of the term to the 
225 students in the freshman class in ac- 
counting. At the end of the term cor- 
relations were made between the grades se- 
cured by the students and their scores on 


each of the seven tests. The purpose 
of the study was solely to get a preliminary 
idea of student adaptibility. It indicated 
that the better students in accounting had 
certain native abilities before they began 
the study, such as: 

1. Arithmetical accuracy in computa- 
tions of various kinds. 

2. Ability to arrive at rational con- 
clusions. 

8. Ability to reason in abstract terms. 

4. Discrimination in classifying ac- 
counting material. 

5. Ability to read understandingly a 
problem in accounting. 

At a later date, another group of apti- 


tude tests was developed. These tests were 
given at the beginning of the fall term 1928- 


29 to all students in the freshman course in 
accounting (about 850). At the end of 
the fall term 1928-29 a three-hour exam- 
ination was given to students in the course, 
This test covered the entire term’s work 
and was entirely objective in character. It 
should be mentioned :that the course in 
freshman accounting is rather closely or- 
ganized. Uniform assignments are given 
in all the classes, and weekly meetings of 
the accounting staff are held at which pro- 
blems of teaching are discussed. 

The scores on the examination were cor- 
related with the results on each of the five 
tests. By multiple and partial correlation 
the best combination and weighting of the 
tests were obtained so as to give the high- 
est cofficient of correllation possible with 
accounting accomplishment. 


For purposes of indentification the tests 
are numbered and described below: 

Number 1. The objective final examination 
in accounting. (The criterion) 

Number 2. Test of ability to make com- 
putations in arithmetic. The directions for 
this test were, “fill in the blank spaces with the 
sign of multiplication (X), division (—), or 
subtraction (—).” Sample questions were as 
follows: 


(a) Cost per quart = cost per bushel.... 
the number of quarts in a bushel. 

(b) 8=1/8....9 

(c) The length of a rectangle = the area 
in square inches....the width in inches. 


Number 8. The test of ability to solve prob- 
lems in arithmetic involving reasoning. The 
directions for this test were, “write the an- 
swers to as many of these problems as you 
can in the time allowed.” Sample problems 
were: 

(a) If a dealer sells goods at a profit of 
40% above cost but fails to collect 10% of 
the sales, what per cent profit is he really mak- 
ing? 

(b) A man sold some of his land at $146 
an acre. He invested the proceeds at 6% and 
found his daily income from the investment 


hav 
pro 
app 
iten 
= dow 
reat 
fort 
plu 
In 
duc 
Con 
mer 
plu: 
rec} 
8 ber: 
but 
plu 
wre 
defi 
i of 
and 
rep 
the 
cite 
ess: 
of 
is i 
wel 
alse 
foll 
to 
wa: 


have been described in words which do not 
appear in the term itself? The Committee 
proceeds to qualify “surplus” by “derived 
from profits of a business,” which would 
appear to include all profits and exclude all 
items not representing profits. Boiled 
down, the definition might as well have 
read: Earned surplus is profits. But un- 
fortunately that is not enough. “The sur- 
plus from which dividends may be paid.” 
In some jurisdictions dividends may be 
paid from any surplus. And why intro- 
duce'a new term, current surplus? The 
Committee cites no cause for the abandon- 
ment of the well-established “earned” sur- 
plus and no reason can be imagined for its 
summary disposal. 

Three years ago a new Committee was 
recruited from the ranks of Institute mem- 
bers with the avowed object of formulating 
but one definition—that of “earned sur- 
plus.” For three years the Committee has 
wrestled manfully with the problem, and a 
definition has finally evolved. The report 
of the Committee has not been published 
and the definition cannot at this time be 
reproduced. Some of the difficulties which 
the Committee has faced may, however, be 
cited. 

In defining earned surplus it became nec- 
essary to define surplus and also the forms 
of surplus other than earned. The term 
is in this manner described from without as 
well as from within. It seemed desirable 
also to frame a standard of practice to be 
followed in the application of these terms 
to financial statements. 

The problem of unrealized appreciation 
was duly considered and the Committee has 
gone on record as favoring the charging to 
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expense of depreciation based on appraisal 
values, where the directors desire to give 
expression to such appraised values on the 
balance sheet. In this manner revaluation 
surplus becomes permanently capitalized 
and becomes in a sense equivalent to any 
form of surplus permanently capitalized 
through a stock dividend. Of course the 
revaluation surplus may be, and often is, 
so disposed of. 

“Surplus” and “sapital surplus” are 
common balance sheet terms, but they are 
generic in character. Their elimination on 
a balance sheet, except when accompanied 
by a qualifying adjective, would be a help- 
ful forward step. 

But perhaps the greatest difficulty that 
had to be met squarely was the inevitable 
tendency to fall back on court decisions and 
state laws as sources for the surplus defini- 
tions. The Committee finally decided that 
its own definition must be framed and that 
any digressions therefrom should be re- 
garded as exceptions to the general rule. 

The conferences of the Committee on 
earned surplus have elicited a number 
of factors which future committees on 
definitions might well consider: (1) defi- 
nitions must conform to logical principles ; 
(2) “may” has no place in a definition; 
(8) applications of the term are helpful 
adjuncts to the definition; (4) a somewhat 
arbitrary concept is better than no defini- 
tion at all; (5) a process of selection must 
be followed whereby synonyms and ambigu- 
ous terms are rejected and but one term 
for each concept remains; and (6) only 
by carefully compounded and related defi- 
nitions can a consistent body of financial 
theory be evolved. 
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THE ACCOUNTING EXCHANGE 


An EXpEerRIMENT IN STUDENT AND 
Tracuer Ratine 


OST instructors in accounting 
M will agree that a reliable and ac- 
curate aptitude test for account- 
ing would be a means of saving a great deal 
of wasted effort. Such a test would serve 
two general purposes. It would first serve 
as an instrument for vocational guidance. 
The results would, of course, have to be 
stated in terms of probabilities only. Sec- 
ond, such a test would be of assistance in 
the administration of accounting courses. 
For example, the basic course might be 
sectioned on the basis of relative student 
aptitude. 

An attempt was recently made to de- 
velop such a test at the University of Ore- 
gon. The experiment was started in the 
fall term of 1927-28. A battery of seven 
tests was prepared, composed of material 
which was thought to have the greatest 
relation to accounting. These tests were 


given at the beginning of the term to the 
225 students in the freshman class in ac- 
counting. At the end of the term cor- 
relations were made between the grades se- 
cured by the students and their scores on 


each of the seven tests. The purpose 
of the study was solely to get a preliminary 
idea of student adaptibility. It indicated 
that the better students in accounting had 
certain native abilities before they began 
the study, such as: 

1. Arithmetical accuracy in computa- 
tions of various kinds. 

2. Ability to arrive at rational con- 
clusions. 

8. Ability to reason in abstract terms. 

4. Discrimination in classifying ac- 
counting material. 

5. Ability to read understandingly a 
problem in accounting. 


At a later date, another group of apti- 
tude tests was developed. These tests were 
given at the beginning of the fall term 1928- 


29 to all students in the freshman course jg 
accounting (about 350). At the end of 
the fall term 1928-29 a three-hour exam 
ination was given to students in the course, 
This test covered the entire term’s work 
and was entirely objective in character. It 
should be mentioned that the course ip 
freshman accounting is rather closely on 
ganized. Uniform assignments are givep 
in all the classes, and weekly meetings of 
the accounting staff are held at which pre 
blems of teaching are discussed. 

The scores on the examination were com 
related with the results on each of the five 
tests. By multiple and partial correlation 
the best combination and weighting of the 
tests were obtained so as to give the high 
est cofficient of correllation possible with 
accounting accomplishment. 


For purposes of indentification the tests 
are numbered and described below: 

Number 1. The objective final examination 
in accounting. (The criterion) 

Number 2. Test of ability to make com 
putations in arithmetic. The directions for 
this test were, “fill in the blank spaces with the 
sign of multiplication (), division (—), or 
subtraction (—).” Sample questions were a 
follows: 


(a) Cost per quart = cost per bushel.... 
the number of quarts in a bushel. 

(b) 83=1/8....9 

(c) The length of a rectangle = the ares 
in square inches. ...the width in inches. 


Number 3. The test of ability to solve prob 

lems in arithmetic involving reasoning. The 
directions for this test were, “write the ar 
swers to as many of these problems as you 
can in the time allowed.” Sample problems 
were: 
(a) If a dealer sells goods at a profit of 
40% above cost but fails to collect 10% of 
the sales, what per cent profit is he really mak- 
ing? 

(b) A man sold some of his land at $146 
an acre. He invested the proceeds at 6% and 
found his daily income from the investment 
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to be $2. How many acres did he sell? (865 
days = 1 year. ) 

(c) A train with an average running 
of 5/6 of a mile a minute, made one stop of 
five minutes in going a distance of 60 miles. 
How many minutes were required for the 


Number 4. Test of ability to reason in ab- 
stract terms. The directions for this test were, 
“examine the conclusion in each of the propo- 
If you think the propo- 
sition is true, place a “T” after it on the dot- 
ted line. If the conclusion is false, place an 
“FP” after it. You are to assume that the state- 
ment beginning with the word ‘given’ is 
true.” Sample propositions follow: 

(a) Given: Four times X is equal to five 
times Y. Conclusion: Therefore X is greater 


sitions given below. 


(b) Given: The sum of two numbers is an 
The difference between the two 
numbers is also an even number. 


Conclusion: Therefore the two numbers are 
(e) Given: A is less than B, B is greater 


Conclusion: Therefore A is less than X. 


Number 5. Test of ability to make accur- 
ate classifications of accounting material. The 
directions for this test were, “The expendi- 
tures of railroads may be classified into the 
following groups: (1) Expenses of mainte- 
nance of way and structures. (2) Expenses 
of maintenance of equipment. (3) Expenses 
of obtaining traffic. (4) Expenses of a general 
nature. (5) Expenses involved in conducting 
transportation. (6) Cost of road and struc- 
tures. (7) Cost of equipment. 
expenditures listed below, using the number 
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of the group.” Sample expenditures were as 
follows: 

(a) Money paid to defray the cost of the 
railroad company’s “exhibit’’ at a state fair. 

(b) Money spent in building an overhead 
crossing. 

(¢) Money paid enginemen for running an 
engine to the repair shop and “trying out” 
another engine that had been repaired. 

Number 6. Test of ability to read under- 
standingly a problem in accounting. A rather 
non-technical accounting problem was given 
at the beginning of the test and the student 
was given five minutes to read it. The last 
questions in the examinations were on the 
facts of the problem. The directions for this 
test were, “The sentences below refer to the 
sample accounting problem given previously. 
In each case place a X opposite the lettered 
response which will correctly complete the 
sentence. Sample problems are as follows: 

(a) The problem covers a period of ap- 
proximately 


(b) The original owner of the patents was 
(1) Halsey Manufacturing Co...... 
(2) George Wilbeck........ 
(8) Pinkerton Products Co........ 
(4) Waterman and Biggs........ 


(ce) The Halsey Manufacturing Company 


was 


(1) The defendent in the patent suit 


eee 


The coefficients of correlation were as follows: 


— +.529 
Tos +.564 


+.421 


The coefficients of regression (weights) 


12.3456 — 0.1151 
18.2456 — 1.9760 
— 0.8103 


T = +.540 = 


= 0.8441 

16.2845 — 1.1497 
The multiple correlation gave r = +.60. 
This represents the highest coefficient of 
correlation possible between the five tests 
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and the results of the final examination. 
It should be remembered that this multiple 
correlation is not a percentage of accuracy. 
The accuracy of this test in predicting ac- 
counting ability (that is, (1) superior, (2) 
average, (3) below average), would be much 
higher than 60 percent. For this reason 
the coefficient of correlation takes into ac- 
count variations within a group. 

It is necessary to compare the coefficient 
of correlation between the group of tests 
and the results of the semester’s work, with 
the coefficient or correlation between gen- 
eral intelligence scores and the final grades 
in order to determine the relative advantage 
of this battery of tests. It is obvious that 
if general intelligence scores offer as reliable 
and accurate a guide to ability in account- 
ing as does this battery of tests made speci- 
fically to measure accounting aptitude, lit- 
tle is to be gained from the use of the bat- 
tery. A correlation was then obtained 
between accounting accomplishment, (test 
number 1), and the general intelligence 
score. The general intelligence score was in 
terms of percentage rank all 1928 fresh- 
men in the University of Oregon. The test 
employed was the American Council on Ed- 
ucation Psychological Examination for 
High School Graduates and College Fresh- 
men published by the American Council on 
Education. This correlation gave r= + 
557. 

It is doubtful if the difference between 
an r of + .600 and an r of + .557 is suf- 
ficient to justify the belief that this battery 
of tests is a materially better instrument 
of prediction of ability in accounting than 
is general intelligence. The evidence is 
clear that there is a close relationship be- 
tween general intelligence and of success 
in accounting. In spite of the fact that 
the experiment failed to establish a distinct 
test for measuring accounting aptitude it 
is gratifying to learn of this relationship 
between intelligence and accounting ability. 

It was desired to evaluate the quality of 
teaching done by each of eight instructors 
in the course. The most satisfactory basis 

for this evaluation seemed to be student ap- 
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titude and student accomplishment in ag 
counting. A measure of student accom 
plishment in accounting was, of course, 
available in the results of the objective 
final examination previously mentioned, 
The best measure of student aptitude avail 
able was the scores on the battery of tests 
weighted as indicated by the coefficients of 
regression. This weighting was as follows: 


Test number 2. Thrown out. 

Test number 3. Two weights. 

Test number 4. One weight. 

Test number 5. One weight. 

Test number 6. One weight. 

The first step in the process was to se 
up an aptitude score for each of the 850 
students in the course. This score com 
sisted of the results of the battery of tests 
weighted as indicated above, having cor 
relation of +.600 with accounting accom 
plishment (the multiple r). Eight groups 
of twelve students were then found whose 
aptitude scores indicated that they were 
approximately equal so far as their por 
sibilities were concerned. There were eight 
instructors in the course and each one of 
these groups was composed of students 
who had studied under a different instrue 
tor. These groups were almost exactly 
equal as a whole and man for man, inap 
titude scores. 

It was not possible to build up ther 
groups to more than twelve students each 
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to be $2. How many acres did he sell? (365 
days = 1 year.) 

(c) A train with an average running speed 
of 5/6 of a mile a minute, made one stop of 
five minutes in going a distance of 60 miles, 
How many minutes were required for the 
trip? 

Number 4. Test of ability to reason in ab- 
stractterms. The directions for this test were, 
“examine the conclusion in each of the propo- 
sitions given below. If you think the propo- 
sition is true, place a “T’” after it on the dot- 
ted line. If the conclusion is false, place an 
“F” after it. You are to assume that the state- 
ment beginning with the word ‘given’ is 
true.” Sample propositions follow: 

(a) Given: Four times X is equal to five 
times Y. Conclusion: Therefore X is greater 
than Y. 

(b) Given: The sum of two numbers is an 
evennumber. The difference between the two 


numbers is also an even number. p 


Conclusion: Therefore the two numbers. are 
even. 


(c) Given: A is less than B, B is greater 
than X. 


Conclusion: Therefore A is less than X. 


Number 5. Test of ability to make accur- 
ate classifications of accounting material. The 
directions for this test were, “The expendi- 
tures of railroads may be classified into the 
following groups: (1) Expenses of mainte- 
nance of way and structures. (2) Expenses 
of maintenance of equipment. (3) Expenses 
of obtaining traffic. (4) Expenses of a general 
nature. (5) Expenses involved in conducting 
transportation. (6) Cost of road and struc- 
tures. (7) Cost of equipment. Classify the 
expenditures listed below, using the number 
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of the group.” Sample expenditures were as 


follows: 


(a) Money paid to defray the cost. of the 
railroad company’s “‘exhibit’’ at a state fair.. 
(b) Money spent in building an overhead 
crossing. 
(c) Money paid enginemen for running an 
engine to the repair shop and “trying out” 
another engine that had been repaired. 
Number 6. Test of ability to read under- 
standingly a problem in accounting. A rather 
non-technical accounting problem was given 
at the beginning of the test and the student 
was given five minutes to read it. The last 
questions in the examinations were on the 
facts of the problem. The directions for this 
test were, ‘““The sentences below refer to the 
sample accounting problem given previously. 
In each case place a X opposite the lettered 
response which will correctly complete the 
sentence. Sample problems are as follows: 
(a) The problem covers a period of ap- 


proximately 


(b) The original owner of the patents was 
(1) Halsey Manufacturing Co...... 
(2) George Wilbeck........ 
(8) Pinkerton Products Co........ 
(4) Waterman and Biggs........ 


(c) The Halsey Manufacturing Company 


was 


(1) The defendent in the patent suit 


The coefficients of correlation were as follows: 


= +.408 — +.529 Tig = +.421 +.400 +.820 
Tos +.564 To = +.540 = +.892 = +.864 

+.485 35 = +.875 55 = +.228 

+.428 4g = +.861 

= +.406 


The coefficients of regression (weights) 
were 
123456 — 0.1151 
18.2456 — 1.9760 
14.2356 — 0.8108 


b = 0.8441 
b = 1.1497 


The multiple correlation gave r = +.60. 


This represents the highest coefficient of 
correlation possible between the five tests 
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and the results of the final examination. 
It should be remembered that this multiple 
correlation is not a percentage of accuracy. 
The accuracy of this test in predicting ac- 
counting ability (that is, (1) superior, (2) 
average, (3) below average), would be much 
higher than 60 percent. For this reason 
the coefficient of correlation takes into ac- 
count variations within a group. 

It is necessary to compare the coefficient 
of correlation between the group of tests 
and the results of the semester’s work, with 
the coefficient or correlation between gen- 
eral intelligence scores and the final grades 
in order to determine the relative advantage 
of this battery of tests. It is obvious that 
if general intelligence scores offer as reliable 
and accurate a guide to ability in account- 
ing as does this battery of tests made speci- 
fically to measure accounting aptitude, lit- 
tle is to be gained from the use of the bat- 
tery. A correlation was then obtained 
between accounting accomplishment, (test 
number 1), and the general intelligence 
score. The general intelligence score was in 
terms of percentage rank all 1928 fresh- 
men in the University of Oregon. The test 
employed was the American Council on Ed- 
ucation Psychological Examination for 
High School Graduates and College Fresh- 
men published by the American Council on 
Education. This correlation gave r= + 
557. 

It is doubtful if the difference between 
an r of + .600 and an r of + .557 is suf- 
ficient to justify the belief that this battery 
of tests is a materially better instrument 
of prediction of ability in accounting than 
is general intelligence. The evidence is 
clear that there is a close relationship be- 
tween general intelligence and of success 
in accounting. In spite of the fact that 
the experiment failed to establish a distinct 
test for measuring accounting aptitude it 
is gratifying to learn of this relationship 
between intelligence and accounting ability. 

It was desired to evaluate the quality of 
teaching done by each of eight instructors 
in the course. The most satisfactory basis 
for this evaluation seemed to be student ap- 
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titude and student accomplishment in ae 
counting. A measure of student accom 
plishment in accounting was, of course, 
available in the results of the objective 
final examination previously mentioned, 
The best measure of student aptitude avail- 
able was the scores on the battery of tests 
weighted as indicated by the coefficients of 
regression. This weighting was as follows; 

Test number 2. Thrown out. 

Test number 8. Two weights. 

Test number 4 One weight. 

Test number 5. One weight. 

Test number 6. One weight. 


The first step in the process was to set 
up an aptitude score for each of the 850 
students in the course. This score com 
sisted of the results of the battery of tests 
weighted as indicated above, having cor 
relation of +.600 with accounting accom- 
plishment (the multiple r). Eight groups 
of twelve students were then found whose 
aptitude scores indicated that they were 
approximately equal so far as their pos- 
sibilities were concerned. There were eight 
instructors in the course and each one.of 
these groups was composed of students 
who had studied under a different instruc 
tor. These groups were almost exactiy 
equal as a whole and man for man, inap 
titude scores. 

It was not possible to build up these 
groups to more than twelve students each 


APTITUDE ScoRES 
INSTRUCTORS 

AIB{C D E F Git 

1 73 | 71 74 77 74 74 76 71 

2 82 | 81 83 81 88 81 88 

8 82 | 80 77 80 77 77 80 | & 

4 85 | 86 89 86 81 85 85 | & 

5 69 | 69 67 66 68 67 67 | @ 

6 | 65 | 64 65 65 65 66 | 65 | 6 

7 64 | 64 65 64 64 65 64 | 6 

8 57 | 57 57 55 56 55 56 | 5b 

9 55 | 57 52 55 57 55 55 58 

10 51 | 53 51 51 55 52 53 | & 

ll 48 | 46 50 48 | 54 52 49) # 

12 42 | 45 44 47 48 48 48; 4 
Total 

Score |773 |773 | 776 | 775 | 779 | 779 | 779 | 77% 
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and still maintain accuracy in pairing. 
The person who did the selecting or pairing 
did not have access to the accomplishment 
scores of students but only to the aptitude 
scores, which appear on page 195. 

The accomplishment scores of the stu- 
dents in these groups were: 


ACCOMPLISHMENT SCORES 


INSTRUCTORS 


= 
> 
& 


Seore |1519|1489}1401 |1605 |1538 |1320 |1517 |1658 


The total accomplishment score of the 
students in each group was taken as the 
measure of teaching efficiency of the in- 
structors. This method is of course open 
to the criticism that the groups are not 
necessarily equal in application. Further- 
more, the whole rating is based upon two 
fundamental assumptions. ‘The first as- 
sumption is that the aptitude score actually 
measures accounting aptitude, and the 
second assumption is that the accomplish- 
ment test given actually measures account- 
ing accomplishment. The claim that the 
aptitude score measures accounting apti- 
tude slightly more accurately than does a 
general intelligence test: score has been dem- 
onstrated statistically. It is believed fur- 
ther that the accomplishment score is a 
measure of the accomplishment of the stu- 
dent in the first term’s work. As mentioned 
previously, the work in first year account- 
ing is closely organized with uniformassign- 
ments and methods throughout all sections. 
It was distinctly not a situation in which 
different instructors taught different ma- 
terial over the term. The rating in terms 


of average accomplishment per student in 


the group was as follows: 
: Average Number of 
Points Students in Class 

Instructor H....... 188.16 28 
Instructor D....... 133.38 28 
Instructor E....... 128.16 28 
Instructor A....... 126.58 37 
Instructor G....... 126.41 25 
Instructor B....... 119.91 34 
Instructor C....... 116.75 87 
Instructor F....... 110.00 87 


There were two factors in the situation 
which had a tendency to overrate two of 
the instructors. These instructors pre- 
pared the final objection examination which 
served as the measure of accomplishment 
in accounting. These instructors also knew 
that such a rating of teaching was to be 
made. This information was not avail- 
able to the other instructors in the course. 

It should be noted that for the most 
part those instructors who taught large 
classes tended to rate lower than those who 
taught small classes. It is true no doubt 
that this study is a measure not only. of 
teacher efficiency but also of the efficiency 
of the large class as against the sinall class. 
Some difference in teaching ability is prob- 
ably indicated, however, particularly the 
extreme variations. When due weight is 
given to the size of classes, however, the 
variation in teaching efficiency does not 
appear to be considerable. 

O. K. Burret 


Earty Ciosine 


Mr. R. D. Pettit, works auditor of the 
American Steel Foundries, has read Pro- 
fessor Heckert’s article in this issue of the 
Review, and has the following comments to 
make: 

“As there is no argument as to the advan- 
tages of early closing, the only comment which 
may be offered has to do with the methods 
involved. Businesses vary, therefore account- 
ing methods differ in detail. In certain plants, 
labor and its distribution is the important and 
difficult factor; in others, materials used and 
turnover thereof is the accounting stumbling 
block; while in others, the distribution and 
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apportionment of overhead items or the ac- 
cumulation of production data presents the 
most difficult problem. 

“Referring to the several schedules pre- 
sented in the article, it would seem desirable 
that these be scrutinized early each month, 
and changes made to suit the relation of 
Saturdays, Sundays and holidays. The ac- 
counting executive's real work appears to lie 
in watching the small matters throughout each 
month, and to make minor changes in the sys- 
tem so as to speed up each section of the work 
and. permit of shortening the schedule from 
time to time. Paramount in importance is the 
relation of the accounting and operating de- 
partments, and the determination of responsi- 
bilities and the cooperation of both sections, 
toward the one end not of the early closing 
of the books but of early reports to the operat- 
ing heads. 

“Students of accounting, following their 
absorption of theory, are frequently prone to 


over emphasize the use of formal ledgers and 
waste time thereby. Inasmuch as the value of 
accounting lies in the prompt reports to oper- 
ating heads, it seems desirable that the re- 
ports be made on specially printed forms of 
uniform or standard sizes, prepared directly 
from original data where possible, and with- 
out the necessity of details being carried 
through a formal ledger. Such short cuts are 
not specifically mentioned in Mr. Heckert’s 
article, but the writer’s principal suggestion 
would be the intensive study of each business 
toward that end.” 


Mr. Pettit, in a subsequent issue, will tell 
the readers of the Review of some of the 
methods he has devised for early factory 
closing. These methods involve the elimi- 
nation of formal factory books of account 
and the securing of final results on the third 
or fourth day of the month. 


4 
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Manual of Pathfinder Accounting System for Mu- 
nicipalities, by the Municipal Research Division, 
Charles R. Hadley Company, Los Angeles. 


This is an outline of a complete municipal ac- 
counting system, with a discussion of principles 
which apply. In it are included sample forms 
which the publishers are prepared to furnish, the 
use of which is carefully explained, and graphic 
charts and exhibits for further amplification of the 
outline. 

Manufacturers and distributors of accounting 
forms and equipment do not always take the pains 
nor apply the science necessary to tie their products 
to sound accounting principles. In this case, how- 
ever, the publishers have apparently first made an 
exhaustive and intelligent study of the problem in 
hand, have devised forms and systems which are 
correct in principle, and have presented a clear 
explanation of all details of theory and procedure 
which are involved. The result is a meritorious 
contribution to the rather scant literature of the 
field concerned, and a peculiarly understandable 
source of help on accounting problems to public of- 
ficers. 

The principles upon which the system has been 
consistently built are those which the writer of this 
review accepts without exception as the correct 
basis for public accounts. Accounts are fully classi- 
fied by funds; proprietary and budgetary accounts 
are consolidated into one group and duplications 
eliminated; accounts are kept on a revenue and ex- 
penditure basis; accounts of fixed assets and lia- 
bilities are grouped separately; control of out- 
standing orders and contracts is maintained; 
complete General Ledger control of all accounts 
is provided. Such a basis for a municipal account- 
ing system is certain to produce reliable results. 

Many interesting features of the details of the 
Manual could be mentioned. The procedure rec- 
ommended for the preparation and adoption of the 
budget and the forms provided for that purpose are 
particularly good. The proposed method of hand- 
ling appropriations, including control of outstand- 
ing orders and contracts, is effective. An. excep- 
tionally complete procedure for the control of as- 
sessment and collection of taxes is presented. The 
set-up of accounts for assessment funds is complete 
in every respect. The whole presentation is. un- 
usually clear, and should be readily intelligible even 
to persons not thoroughly trained in accountancy. 

Greater care and completeness are needed in 
the discussion of Trust Funds. No distinction has 
been made between endowment and expendable 
funds, and the statement is made that “ordinarily 
earnings of a Trust Fund become a part of the 
principal.” This would not cover the case of en- 
dowment funds established to produce an income 
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to be expended. The important subject of financial 
reports is not overlooked, and several good forms 
are presented. However, the list is incomplete in 
several respects. No forms for reporting of special 
funds are provided, nor for funded indebtedness 
and several other essential subjects. Some features 
referred to as the “Hadley plan” have been pro- 
posed by others, and can hardly be looked upon as 
original in the present instance. 

The introduction of such a system as this one 
in cities and other public enterprises will make for 
distinct improvement in their accounting and finan- 
cial control. 

Luoyp Morer 


Business First in Accountancy, by Dr. O. Wunder- 
lich. Angus & Robertson, Sydney, Australia, 
1928. 68 pp. 

This book is intended as an appeal to account- 
ants to cast aside traditional tenets and think more 
about the rights of the business man. The author 
points out in his first chapter that the business man 
is entitled to have his accounts stated in a manner 
that will promote his best interest and not accord- 
ing to established accounting practice. Also that 
the element of guess-work should be removed. 

A part of the book is devoted to a discussion of 
the characteristic difference between the business 
man and the accountant. It is pointed out that the 
interests of business and the interest of the auditor 
are not identical. To the reviewer it would seem 
that the author is a little too critical’ Today the 
accountant is working more and more towards effi- 
cient control in business, thus aiding the business 
man. 
Considerable stress is laid upon the formula of 
valuations. The author points out that purchase 
price or market price whichever is lower is equiva- 
lent to saying that values can only vary in a down-. 
ward direction. Criticism is made of the principle 
that profits must not be anticipated, which the: 
author claims is the only arg:ment advanced in 
favor of the formula of valuation. He further 
points out that the only sound method is to state 
values on the basis of common sense. Conservatism 
and expediency are commendable and offsets the 
tendency of business men to fool themselves, that is, 
to overstate assets and profits and to understate 
liabilities and losses. To the author, the contention 
that the liberty to state values at higher figures 
than the purchase price might be abused is not 
justified because every alteration must pass through 
the fluctuation account where its correctness can 
be instantly checked. He also maintains that a. 
balance-sheet should be so prepared that it will dis- 
close, not hide, favorable changes in market values. 
If balance-sheets purport to exhibit the actual val- 
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ues, as nearly as they can be determined, of all 
cases shown therein, it is obvious that the rule of 
cost or market whichever is lower, does not fully 
disclose the financial position whenever market val- 
ues substantially exceed cost. We must recognize, 
however, that it is not always possible to obtain 
trustworthy market quotations for all or for part 
of the assets, especially the inventory, and in that 
case the cost of the various items is of great im- 
portance. 

Turning to the legal end, the author cites certain 
cases showing where it has been held by the court 
that assets may be written up as a result of bona- 
fide revaluation. Although no suggestion is made 
that appreciation in the absence of profits be used 
to pay dividends, the author points out that the 
English Companies Act makes no indication as to 
how profits should be calculated. The statement 
is made that if trading profits realized year after 
year are fairly uniform and if reserves are such 
as to make reasonable provision for contingencies, 
then there is no reason, legal or moral, why extra 
profits from appreciation should not be divided. 

In the chapter on Money versus Values the 
author explains that money figures are unchange- 
able, but values are always changing, and that un- 
less the fundamental difference between figures 
representing cash and those representing values 
is fully realized, accounts cannot be properly stated. 
Through the use of illustrations, the point is made 
that trading transactions are confused with market 
fluctuations. However, a properly constructed in- 
come statement and balance sheet will disclose the 
results of operations and not confuse trading with 
other transactions. With the advancement in busi- 
ness education, executives today are in a position 
to interpret balance-sheets and income statements 
without being misled as to the standing of a busi- 
ness. 
In the chapter “The Service That Accountancy 
Can Render in Business” the fact is brought out 
that proper appraisement of values is indispensable 
in modern industrialism and that progress is impos- 
sible so long as doctrines stand in the way. 

The following reforms in accountancy are sug- 
gested at the close. 

1. That the profession discard the special formu- 
lae of established accountancy, inasmuch as its con- 
tinued employment is not consistent with the needs 
of business. 

2. Recognition of essential variability of values 
as against the constancy of monetary figures. To 
accomplish this the author suggests a special fiuc- 
tuation account in which all fluctuations of values 
are recorded. 

3. That cost accounting be made an integral part 
of the whole accounting system. 

4. To regroup accounts following the introduc- 
tion of a stock account: Eliminate the trading and 
profit and loss account, and insert a sales account 
which will be debited with goods consumed and sales 
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expenses, and credited with sales. The balance of 
the sales account gives the trading profit. This 
modifies the trial balance inasmuch as sales will 
be replaced by the profit from sales and the balance 
of the fluctuation account. The value of stocks 
on hand arises as the balance of the stock account. 
Although the method allows for the compilation of 
a balance sheet, it eliminates the possibility of pre- 
paring an intelligent income statement. 

5. That a distinction be made on the books be- 
tween reserves set aside out of trading profits and 
reserves due to appreciation. 

The book is interesting reading matter and 
brings out several points that might well be con- 
sidered by the profession at large. The author 
handles his criticisms in a very effective manner; 
and in closing states that although the book may 
appear to have been written in too critical a spirit, 
he is hopeful that its readers will understand that it 
was written with a constructive objective. 

Pumir H. Hensen 


Laws of Management Applied to Manufacturing, 
by L. P. Alford. Ronald Press, New York, 
1928. vi, 266 pp. 


Management in manufacturing has come into 
existence by three steps, which in their chronological 
order roughly are: production control, personnel 
management, and cost control and budgeting. 

The most widely applied production control 
method had its origin in the work of Frederick W. 
Taylor. Control in this system is secured through 
the installation and use of a group of mechanisms 
or organized methods. The second step in the de- 
velopment of management, personnel direction, can 
be considered as having been ushered in by Mr. 
Gantt’s work in 1908. The development of standard 
or predetermined costs around 1915, as contrasted 
with historical costs, started the third stage of 
management control. 

Both their origin and their development indicate 
that management laws are a result of evolution, 
both organic and societal. Their three principal 
characteristics are: they are resistant to change, 
they are universal in application, and they are im- 
perative to the highest success. 

While there has been a tendency to classify the 
management laws under a few headings, Mr. Alford 
maintains that the complexity of the field of their 
application actually necessitates a much longer list 
of these laws. He affirms that there are approxi- 
mately fifty such laws instead of the much smaller 
number given by previous writers. He classifies 
these under the general headings of laws of ieader- 
ship, of executive work, of specialization and stand- 
ardization, of production management, of material 
management, of individual productivity, of wage 
payment, of safety and maintenance, and of econ- 
omy. 
It is questionable whether the word “Law” as 
used in the title and so repeatedly in the text is not 
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alittle too strong. Some word such as “Principles” 
seems to fit the picture with less pretence. Fur- 
thermore there is a certain glorification of truisms 
or platitudes in many of the laws and their at- 
tendant corollaries. 

Illustrative of this latter trend may be cited “A 
wage incentive for the accomplishment of a defi- 
nite task influences a workman to maintain his 
maximum output,” “Anticipating repairs and re- 
placements prevents interruptions due to bad order 
or broken down equipment,” and “The highest effi- 
ciency in production is obtained by producing the 
required quantity of product, of the required qual- 
ity, at the required time, by the best and cheapest 
method.” 

Some situations are so complex that it is doubt- 
ful if any clear cut law has emerged. Thus in the 
field of leadership one is skeptical of the process 
of any so well defined body of fact as to be termed 
laws. 

Others of the laws are so well grounded and 
supported by allied sciences that no exception can 
be taken to them, applied in the by and large. Il- 
lustrative of this class are: “As the newly acquired 
nerve path is strengthened, the new response tends 
to proceed more rapidly,” and “Under usual con- 
ditions an average worker acquires skill rapidly 
during the first half of the training period, then 
more slowly for a time, if at all, and finally at a 
rapid rate until average proficiency is attained,” 
and “The average worker accomplishes the most 
when assigned a definite amount of work to be 
done in a given time.” 

The laws of economy, which state the formulas 
for the most economic sizes of lots to manufacture 
under a given set of operating conditions, economic 
purchasing quantities, and the economy of labor 
saving equipment should prove of special interest 
to the particular staff workers engaged with the 
problems where these mathematical rules may be 
applied. 

The reading matter with which the author sup- 
ports each of his laws is very interesting. The his- 
torical records of antiquity and of medieval days, 
and the most recent developments in engineering 
technique are culled to enliven the pages. 

As an attempt to classify more minutely the fun- 
damental principles of industrial management the 
book has assuredly accomplished much. The analy- 
sis is much closer than those which the author cites 
as having been made previously. No arguments 
over the terminology are meant to detract in the 
least from the value of the result. 


The worth of a book of this type lies. in its 
pegging of existing practice at an encouraging level 
and the impetus that its pages may give to further 
thought and research in the same field. This book 
will undoubtedly stand as a milestone in the presen- 
tation of the development of the field of industrial 
Management. 


Joun S. Kem 
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Packinghouse Accounting, by Howard Greer; The 
University of Chicago Press, Chicago, 1929, xiv, 
404 pp. 

During 1921 and 1922 the Committee on Ac- 
counting of the Institute of American Meat Pack- 
ers prepared several bulletins on various phases of 
packinghouse accounting. These bulletins were 
later worked over into the present volume by the 
Committee under the editorship of Howard C. 
Greer. 

Chapter I is an introduction to general account- 
ing and except for its brevity reads like the first 
several chapters of an introductory text book of 
accounting. 

In Chapter II the peculiarities of the meatpack- 
ing industry are considered, especially in their rela- 
tions to accounting. The accounting system is 
highly complex owing to the four separate functions 
found; slaughtering and meatpacking: specialized 
manufacture of by-products; storage and whole- 
saling of products; and distribution. In the second 
place the industry differs from others because it 
lacks control over the quantities and qualities of 
the raw materials which it buys. Most manufactur- 
ing concerns are of the synthetic type. The pack- 
ing industry clearly is of the analytical type. The 
problems of cost accounting are consequently much 
greater than under other types of industries. It 
is possible to ascertain the cost of all joint products 
taken together, but no accurate computation may 
be made for individual products. It is necessary 
to adopt a rather arbitrary, but nevertheless satis- 
factory, basis of deducting from the total cost the 
net market value of the by-products. In some in- 
stances the market price of the “green” product 
may be determined directly, but usually the figure 
must first be derived from the market value of the 
processed or manufactured by-product. In general 
the scheme follows the so-called adjusted selling 
price method of valuation of finished merchandise. 
“This means that when products are transferred 
from one department to another the value placed 
upon them is generally the current market price; 
also that at the end of the accounting period, 
inventories are ordinarily taken on the same basis. 
These two practices have led to a great deal of 
misunderstanding of packinghouse accounts and ac- 
counting methods, because they are at variance with 
the accounting procedure in ordinary manufactur- 
ing operations.” (p. 35.) Lastly among the pe- 
culiarities of the industry is the one of perish- 
ability. Although many products may be stored, 
the majority cannot be withheld from the market 
until there appears a favorable price. 

Chapter III, adopted from Management Through 
Accounts by J. H. Bliss, distinguishes clearly be- 
tween the cost formulas of a synthetic industry, one 
producing a major product and by-products, and 
in the third place where there is a production of 
joint products no one of which may be considered 
a major product. The first one permits detailed 
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costs, the second one also if the market value of the 
by-products are calculated, but the third permits 

only aggregate costs and aggregate values of joint 

products and aggregate profits and losses. The 

Economic Theory of Opportunity Costs as applied 

to the meat packing industry is fully considered. 

In Chapter IV, which is also adopted from Bliss, 
the principles of departmentalization are taken up. 
Not only in other lines is departmentalization im- 
portant for Accounting purposes, but in the pack- 
ing industry it is especially significant. In fact 
the only hope for workable managerial statements 
lies in departmentalization. 

Chapter V and VI relate to the accounting for 
cattle operators. In Chapter V definite illustra- 
tions of the procedure of accounting, costs, and 
margins are given. In Chapter VI the departmental 
accounts are treated, it being made clear what items 
are charged to each account, what items are to be 
credited to each account and what the final disposi- 
tion of each account shall be. 

Chapters VII to XI inclusive parallel the pro- 
cedure of cattle operations for calf operations 
(VII), sheep and lamb operations (VIII), and hog 
operations (IX, X, XI). Except for the necessary 
peculiarities the procedure is the same. 

Chapter XII deals with production expenses as 
regards the natural divisions, the functional di- 
visions, and departmental expense distribution. 

Chapter XIII treats of the natural divisions of 
distribution and administrative expenses and the 
financial or non-operating expenses. 

Chapter XIV concludes the book with a study 
of Operating and Financial Statements. 

Throughout the entire book the newer view of 
Accounting as a tool of management is stressed. 
The old idea of Accounting as a record of historical 
events has no place in the Accounting for this most 
efficient industry. 

The reviewer is much impressed with the care 
with which the book has been written, the clear 
cut illustrations that have been given and the 
serious thought that has preceded the writing. The 
book is undoubtedly a most valuable contribution to 
the literature of Accounting Systems. 

W. S. Kreps 


Managerial Profit Sharing, by C. Canby Balderston. 
John Wiley and Sons, Inc., New York, 1928. xiii, 
127 pp. 

“Managerial Profit Sharing” is an “attempt to 
increase the available information as to the value 
and technique of basing the extra compensation of 
executives and other members of the managerial 
group on profits.” As such it is a success. It is 
a careful, concise, scholarly analysis of what has 
been and may be accomplished. Moreover, it is 
written in an interesting and convincing manner. 
Mr. Balderston has made a worth while contribu- 
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tion to a field which has heretofore received but 
meager and casual attention. 

After an exhaustive study of materials and their 
sources, the following conclusions are advanced: 

“Where tried, managerial profit-sharing on a 
pre-determined basis seems to have had exceptional 
success.” 

“The beneficial effect of this form of compensa. 
tion on the quality of management results from 
three forces: the direct influence of the money re- 
ward, the ‘reverberative effect’ of the criticism or 
approval of other profit-sharers, and the lubricat- 
ing effect of the profit-sharing arrangement.” 

“It is imperative that the plan adopted by an in- 
dividual company should fit its peculiar needs and 
conditions, and that it should be altered as the 
needs change.” 

Business executives and students alike will find 
the treatment valuable and interesting to read. To 
this reviewer, the book itself was as stimulating as 
the device it so admirably discusses. 

F. E. Fouts 


Money, by Frederick A. Bradford. Longmans- 

Green and Company, 1928. viii, 403 pp. 

In this volume of 400 pages Professor Bradford 
has succeeded in giving a satisfactorily complete if 
not profound presentation of the principles of his 
subject. The book contains the usual chapters on 
the nature and functions of money, a good descrip- 
tive and historical study of the monetary system 
of the United Stites, a lucid presentation of the 
author’s views on the value of money, an interest- 
ing discussion of the controversial subject of price 
control, and a consideration of international ex- 
change and monetary problems. 

The author gives qualified acceptance to the 
quantity theory as being a “sound explanation of 
the normal value of money.” (Pp. 208-09.) But, 
he adds, the normal value is seldom the actual value. 
To explain the actual value and the deviations from 
normal value we must look for factors outside the 
quantity theory, such as confidence in the govern- 
ment and the movements of the business cycle. 
Such criticisms, which are by no means confined te 
Professor Bradford, show a misconception of the 
nature and purpose of the quantity theory. Like 
the theory of evolution, it is not an explanation 
of ultimate causes but simply an explanation of the 
mechanism by which these causes, whatever they 
may be, exercise their effect on prices. As Professor 
Fisher says, “There are myriads of such influences 
(outside of the equation of exchange) that effect 
prices through these five” factors included in the 
equation. (The Purchasing Power of Money, 1926, 
p. 7.) 

To say, as does Professor Bradford, that “the 
strict quantity theorists, in order to make a case 
for themselves, have therefore assumed that T and 
V do, in fact, remain practically unchanged,” (p. 
208) does not represent the views of such leading 
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quantity theorists as Fisher and Kemmerer. Fisher, 
for example, insists that “We must distinctly recog- 
nize that the quantity of money is only one of three 
factors, all equally important in determining the 
price level.” (The Purchasing Power of Money, 
1925, p. 21.) The other two factors to which he 
refers are the velocity of circulation and volume 
of trade and he devotes a considerable part of 
his work to a consideration of the causes which 
bring about changes in these two factors. 

In his discussion of the very lively question of 
the moment, that of credit control, Professor Brad- 
ford regards such control as possible and desirable 
for the purposes of maintaining a sound banking 
structure and preventing over-expansion of busi- 
ness. He regards as impracticable and undesirable 
the stabilization of the commodity price level, for 
the reason that such a policy “would tend to deaden 
business initiative and prevent highly desirable in- 
dustrial progress.” (p. 312.) This and his even 
stronger statement that had not commodity prices 
“risen at all, the progress would have been largely 
lacking” is a proposition certainly open to question. 
It is difficult to believe that if a stable price level 
had existed during the past two centuries, the in- 
dustrial progress of that period would have been 
“largely lacking.” 

The book contains at the end of each chapter an 
extensive bibliography with comments regarding 
each reference cited. There is also a list of ques- 
tions appended to each chapter which should prove 
useful to student and teacher. The book is clearly 
and carefully written. Vine. 


Production Planning, by John W. Hallock. The 
Ronald Press Company, New York, 1929. x, 172 

Only in so far as production control can be 
systematized is it a subject of discussion in this 
book. The work is confined to a consideration of 
the routine of a central planning department. It 
makes a specific application of methods and avoids 
the two common evils: abstract generalities, and 
rules of procedure of the “handbook” type. It 
confines itself to the consideration of the systemati- 
zation of the work of a functionalized planning de- 
partment. It explains methods of determining 
operation times, machine ‘scheduling, and master 
scheduling to meet delivery dates. It illustrates the 
necessity of follow-up devices for securing adher- 
ence to these predetermined schedules. It does 
these things adequately and so clearly as to be 
easily understood. 

Little consideration is given to the fundamental 
policies involved in the control of the modern in- 
dustrial unit. The production control policies con- 
cerned in the proper creation and maintenance of 
the many internal and external relationships char- 
acteristic of the modern industrial plant are only 
indicated. The book is not a comprehensive treat- 
ment of these larger control problems which hold 
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the attention of the modern industrial executive. 
There can be no book based upon the thesis. that 
“the organization and direction of production is 
clearly a technical engineering subject.” 

As a text book for class use this volume is a con- 
tribution to the existing literature of scheduling and 
controlling established production programs. It 
is clearly written, it is interesting, it is “teachable.” 
The several admirable problems are a distinct aid. 
The teacher of industrial management will find it 
a valuable supplement to the materials already at 
hand. F. E. Fours 


Valuation of Public Service Corporations, Volumes 
I and II, by Robert H. Whitten, Revised and 
Enlarged by Delos F. Wilcox. The Banks Law 
Publishing Company, New York, 1928. lxxx, 2081 
pp- 

This much needed revision of Robert H. Whit- 
ten’s Valuation of Public Service Corporations links 
together the names of two men who have had an im- 
portant part in the determination of the metes and 
bounds of the public interest in the organization 
and operation of public service corporations. The 
revision makes available for current use what con- 
stituted a pioneer work on the part of the author, 
and stands also as a monument to Dr. Wilcox, as 
the last and one of the most important of his many 
contributions to the literature of the field. 

The original volume, completed in 1912, was a 
comprehensive treatise on the development of valua- 
tion law and practice to that date. Within the 
short space of two years, however, the author felt 
called upon to bring his discussion up to date by the 
publication of a six hundred page supplement to 
the original eight hundred page treatise. One needs 
merely to be reminded of the important events 
which have followed the publication of this supple- 
mentary volume in 1914 to realize the significance 
of the results which have been achieved in the 
present revision. In 1914 only the railway valua- 
tion project under the Valuation Act of 1918 was 
in prospect. The marked change in the level of 
prices which accompanied the war in Europe and 
our own participation had not yet brought into 
larger prominence the significant conflict between 
original cost and cost of reproduction as bases for 
valuation. Mr. Justice Hughes’ opinion in the 
Minnesota Rate Case (230 U.S. 352) preceded the 
publication date of the Supplement by a month, 
and students of the problem had not yet been aided 
(or troubled) by the vast array of decisions of 
commissions and courts which have filled thousands 
of pages of the Reports since that time. The line 
of important cases before the Supreme Court of the 
United States since 1921 including the Southwestern 
Bell case, the Bluefield Water case, the Atlanta 
case, and the Indianapolis Water case had not yet 
added the weight of their authority to the de- 
velopment of the law of valuation. It was to the 
voluminous record of the past fifteen years with its 
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apparent conflicts of authority, with its turmoil 
of partisan controversy that Dr. Wilcox was obliged 
to devote the major portion of his attention. 

Throughout the two volumes of the revision Dr. 
Wilcox consciously attempted to preserve the un- 
biased expository character of Dr. Whitten’s orig- 
inal work and it can be added, he succeeded ad- 
mirably in achieving this end, notwithstanding the 
fact that the divergencies of view which have been 
incident to the economic and political changes of 
the past fifteen years have made such an approach 
ever more difficult. It is not to be presumed that 
the touch of Dr. Wilcox’s hand is not in evidence. 
Those who know his work and are familiar with 
his attitude toward the problem will find forceful 
expression of his views in these volumes. In all 
cases, however, they have been so subordinated 
to the general purpose in mind as to constitute one 
of two (or more) effective presentations of the two 
(or more) sides of the controversial questions un- 
der discussion. In no sense do they tend to domi- 
nate nor checkmate rebuttal. 

The revision has restored the unity of presenta- 
tion which was weakened by the publication of the 
1914 Supplement. 

In certain other respects the revision has im- 
proved upon the original. In the first three chap- 
ters, Subject Matter of Valuation, Methods of 
Regulation, and The Constitutional Defenses of 
Private Property, introduced in the revision, Dr. 
Wilcox gives a setting to the problem of public 
utility valuation, emphasizes its place as an aspect, 
though a very important one, of the larger problem 
of public control and its relationship to our politi- 
cal philosophy and the Constitutional safeguards to 
the rights of private property which give expres- 
sion thereto. Moreover, Dr. Wilcox has added 
more of introductory exposition to each of the 
chapter subdivisions preceding his citation and quo- 
tation from authorities. Not only does the revision 
include the mass of case material available since 
1914 but it has made more complete the discussion 
of the development prior to 1914 by additional 
citation of authoritative decisions. For the purpose 
of facilitating the use of the Table of Cases Cited, 
the cases have been subdivided, on the basis of 
authority, into United States Supreme Court cases, 
other court cases and commission cases. In Chap- 
ters V and VI Dr. Wilcox has preserved, for the 
period 1894 to 1928, what Dr. Whitten included 
for the period prior to 1914, a chronological outline 
of the important cases, without regard to their con- 
sistency with particular points of view. 

Dr. Wilcox gives over Chapter IX to a criticism 
of the doctrine of “fair value” enunciated in Smyth 
v Ames and particularly of the rule for the deter- 
mination of “fair value” outlined in that case. His 
criticism is three-fold. He challenges the propriety 
of the “fair value” concept. He criticizes the fail- 
ure of the courts and commissions during thirty 
years following Smyth v Ames to establish definitely 
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the meaning and significance of “fair valve,” and 
he emphasizes the “burdensome and dilatory” char. 
acter of the valuation process as an agency for 
effective public control. 

Dr. Wilcox has preserved for Dr. Whitten’s work 
its position as the standard in the field of public 
utility valuation, and this timely revision has made 
it the most comprehensive and authoritative treatise 
for current use in this important field. These two 
volumes are the work of a scholar to whom come 
the rare good fortune of an intimate contact, as 
a professional practitioner, with the important pub- 
lic problems which constituted the subject matter of 
his study. 


James P. Apams 


Accounting and Finance, by Leon E. Brownell. The 
Wiley Accounting Series, edited by Hiram T. 
Scoville. John Wiley and Sons, Inc., New York. 
244 pp. 

In the words of the author, Accounting and 
Finance has been written because of the need for 
a practical text covering balance sheet development. 
In supplying this need, the author states that he has 
constantly borne in mind the complexity of this 
subject for the student and beginner, and he has, 
therefore, endeavored to clarify the presentation by 
the liberal use of forms and practical problems, 
Yet when one views the book critically, he finds 
many reasons to doubt the adequacy of the forms 
and problems, and also of the discussion. 

Of the 244 pages, 54 are devoted to problem as- 
signments, which vary in their usefulness. Many 
problems require an understanding of accounting 
methods and principles which are not explained in 
the text. For example, problem 36 requires the 
use of the voucher system, which is explained as an 
accounting method only to the extent of a footnote 
of 58 words. In other problems, controlling ac- 
counts are required, compound journal entries are 
asked for, and columnar cash books are ordered 
without an explanation or illustration of their use 
or form either in the text or in the problems. 
Several subjects discussed in the text, such as single 
entry bookkeeping and the realization and liquida- 
tion account do not appear to be illustrated by 
problems. Possibly the author considers that such 
subjects as controlling accounts and the voucher 
system require less consideration than single entry 
bookkeeping and the realization liquidation account 
This, however, does not explain the lack of con- 
formity between the problems and the subjects 
covered in the text. 

What subjects should be considered in a book 
dealing with “balance sheet development”? If we 
agree with Sprague that the balance sheet is both 
the goal and the origin of all accounting, the book 
should include a survey of all of the most important 
accounting subjects. This appears to be the view- 
point of the author, for nearly all of the subjects 
ordinarily presented in a year course in accounting 


ma a a 


: al 
cl 
T 
th 
3 li 
in 
ef 
: te 
of 
st 
or 


are considered. The most unusual feature of his 
presentation is the paucity of words used in cover- 
ing many of the subjects. 

In the first six chapters Mr. Brownell covers 
the field of elementary bookkeeping. He takes the 
reader hastily through the principle of equality of 
assets and equities (the “equilibrium principle,” as 
he terms it), the preparation of the balance sheet, 
and the use of the journals, the ledger, and the 
trial balance. Also, these pages include the ex- 
planation and illustration of closing entries, entries 
for accruals and for adjustments to determine 
trading profits. 

In chapter VII (page 74) a working trial balance 
sheet is presented in 8-column form. However, 
the author’s method of handling the “adjustments” 
columns is at variance with the experience of the 
reviewer, and has never been seen by him in any 
publication. Apparently the author prepares the 
working trial balance sheet after posting certain 
adjusting and closing entries to a “trading account” 
in the ledger, and reflects the net effect in his ad- 
justments on the working trial balance sheet. “Clos- 
ing” entries are also included in the adjustments 
column. 

Chapter VII contains an illustration of compara- 
tive balance sheets, which is discussed in a manner 
that should be very helpful to beginning students. 

Chapter VIII is headed “Analysis of Financial 
Statements,” but it deals with definitions of cash 
and negotiable instruments, bank reconciliations, the 
imprest system of petty cash, and interest and dis- 
count. It would seem that any financial statement 
which could be analyzed after considering these 
subjects would be an unusual one. 

In many instances the author introduces subjects 
which he assumes to be clearly understood by his 
reader. This is true of the chapter entitled “Work- 
ing Capital” (chapter IX), which includes an ex- 
cellent illustration of changes in working capital 
without defining or describing the phrase itself. 
Such terms as capital assets and current assets are 
used freely in these pages, although in no place was 
the reviewer able to discover an explanation of 
these designations. 

It is particularly striking that the book does not 
contain any discussion of the problems of grouping 
and classification of balance sheet items. Only one 
classified balance sheet is shown in the entire book. 
This is on page 102, and it groups the assets under 
the two headings of “current” and “capital” and the 
liabilities under the same classifications. While an 
introduction to the subject of classification is very 
effectively made by illustration, it seems too much 
to expect the beginning student of accounting or 
of financial statements to understand the basis of 
such classification. The author assumes that he has 
previously discussed the subject of main headings 

or classifications on a balance sheet, but such dis- 
cussion can not be found in either the preceding 
or succeeding pages. 


Although the author states that he has written 
from the standpoint of the balance sheet, it is 
evident that he has not neglected the profit and loss 
statement. Several pages in chapter IX are de- 
voted to the manufacturing and trading sections 
in which such problems as the inclusion of interest 
on investment, rent, and insurance as manufacturing 
costs are briefly discussed. 

Chapter X presents a brief discussion of liquida- 
tion profits or losses and the realization and liquida- 
tion accounts, although the major portion of the 
chapter is given over to an extended discussion of 
good-will. 

The remainder of the book, beginning on page 
183, deals principally with problems of partnership 
and corporation accounting. The portion devoted 
to partnership accounting and legal matters in 
connection with partnerships is very brief, but the 
material on corporation accounting comprises a 
considerable part of the entire book. The subject 
of corporations is introduced in the usual manner 
by explaining the nature of the corporation and 
the corporate structure, both from a legal and ac- 
counting standpoint, with consideration of pro- 
cedure in organizing a corporation and opening the 
books. However, the treatment of legal questions 
which arise in the minds of students of corporation 
accounting will probably impress accounting in- 
structors more than the methods of handling the 
accounting problems. 

In discussing certain subjects which are often 
avoided in beginning texts, the author has con- 
tributed some very useful material. For example, 
he presents three methods of issuing stock for less 
than par, he discusses the financing of corporations 
from the standpoint of risk and return on stocks 
and bonds and he considers briefly the reductioa of 
capital stock outstanding. 

In chapters XVII and XVIII the author divides 
all types of reserves into two main classifications; 
namely, “surplus reserves” and “suspended credit 
reserves.” He defines suspended credit reserves as 
“reserves representing amounts that would other- 
wise be credited to asset accounts.” However, he 
includes in this classification not only such reserves 
as those for depreciation and bad debts, but also 
items of deferred income, such as subscriptions re- 
ceived in advance. 

An interesting distinction between an accrual 
and a reserve is made on page 216. The writer 
states, “With the possible exception of the reserve 
for payments in advance, all of the amounts carried 
to the reserves above considered are determined by 
estimate and approximation. In this respect the 
reserve differs from an accrual. An accrual either 
of asset value or of a liability can be definitely 
ascertained ordinarily on the basis of elapsed time.” 
The reviewer doubts the general acceptance of this 
distinction. The phrase “definitely ascertained” 


does not have the same meaning to all human beings. 
For instance, would Mr. Brownell consider federal 
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income taxes “definitely ascertained” and assessed 
by the internal revenue department but not accepted 
by the taxpayer, as an accrual or as a reserve? 

On the whole, the book is very interesting and 
stimulating to one who has read several books on 
accounting, but it is not likely to be satisfactory 
for college students of accounting. The terse style 
in which the book is written will appeal to students 
who desire a very hasty study of the subject, but it 
is not probable that either a beginning or an ad- 
vanced student would obtain a thorough under- 
standing of many of the subjects discussed in this 
short text. Many subjects are hurled at the reader 
without a formal or even a casual introduction and 
this in itself is confusing. In this connection, it is 
noticeable that the chapter headings do not always 
introduce the subjects actually considered in the 
chapters, and one might even suggest that the title 
of the book, “Accounting and Finance,” is mis- 
leading. 

The index is unsatisfactory. 

Ina N. Frispee 


Money, Bank Credit and Prices, by Lionel E. Edie. 

Harper and Brothers, New York, 1928. xiv-500 

Professor Edie in this book has offered the most 
comprehensive and thorough study of his subject 
that has appeared in this country in recent years. 
It is distinctly a product of the present day. The 
historical material has not been neglected but it 
has been used only as background. The author has 
drawn profusely on post-war developments and 
statistics for basic material. The book is primarily 
concerned with the problems of to-day. 

The chief concern of the author is with the prob- 
lem of price behavior. He has attempted to de- 
velop “a technique of analysis useful not merely to 
‘explain’ price movements of the past, but also to 
predict, with due allowance for fortuitous events 
and the hazards of forecasting, the price move- 
ments of the future.” (Preface.) This effort has 
led him to a study of the pure theory of the value 
of money, of the measurement of price movements, 
of war and post-war price movements, of bank 
credit, and bank note issues. The relations of price 
fluctuations to the business cycle receive careful 
attention, as does also the international connection 
of prices. The final chapter is devoted to a study 
of that foremost of present day monetary problems, 
price control. 

Professor Edie’s monetary philosophy is well in- 
dicated by the following brief quotation: “Let us, 
therefore, set to one side the crude question of 
causation, and view the complex situation of many 
interrelated elements. We then discover that M 
and P constantly interact upon each other and that 
both are under the influence of outside common 
factors.” (P.319.) In other words, he has adopted 
the position of modern science of forgoing the per- 
haps hopeless search for ultimate causes and of 
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studying, instead, the actions and interactions of 
the various factors that come within the scope 
of his problem. This point of view has lead him to 
adopt a statistical and historical approach, rather 
than an abstract analytical one. The book is replete 
with graphs and statistical tables. 

A valuable feature of the book for advanced 
students is its thorough documentation. Professor 
Edie has a wide knowledge of the modern literature 
in the field, and his book contains frequent refer- 
ences. In addition each chapter is followed by a 
well selected list of readings. The book is not 
beyond the comprehension of beginning students 
in money and banking, but will probably find its 
greatest appreciation among the more advanced 
students. As a text in the usual course in money 
and banking it would need to be supplemented by 
a book on banking. 

While one may not agree with all of Professor 
Edie’s analyses and conclusions, he must recognize 
the fact that an excellent contribution has been 
made. Wiur 


Accounting by Machine Methods, by Schnackel and 
Lang, The Ronald Press Co., New York, 1929. 
563 pages, xii. 

The aim of the authors in this volume is to assist 
accountants in the proper and effective application 
of mechanical accounting devices to accounting con- 
ditions and to provide them with efficient machine 
methods that will conform in principle to good ae- 
counting practice and yet meet the practical ac- 
counting requirements that are found in many 
classes of business. 

Chapter I sets forth the necessity of proper plan- 
ning of accounting classifications and the impor- 
tance of detaiied system surveys and routine analy- 
sis. Chapter II explains the characteristics of the 
different kinds of mechanical accounting equipment, 
such as: descriptive writing equipment, printing 
equipment, and tabulating equipment. Chapter II 
stresses the importance of proper forms. Chapter 
IV applies the machine method to order writing 
and billing systems discussing the unit, condensed 
and combined billing and order writing systems. 
Chapters V to VII, inclusive, discuss accounts re 
ceivable systems. The authors point out the factors 
required for proper routine control, the mechanical 
dual and unit systems of accounts receivable and 
the advantages and disadvantages of each system 
The importance of routine analysis and survey are 
emphasized as well as surveys of certain specialized 
businesses. Chapter VIII explains the adaptions 
of the machine methods to Installment accounting. 
Chapter IX applies the use of the machine to ana 
lyzing sales. Chapter X discusses types of sales 
commission accounting. The different ledgers, the 
forms required and the preparation of the different 
books of original entry are outlined. Chapter XI 
outlines a program for an account payable and dis- 
tribution routine, stating and illustrating the use 
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of the essential records, and applies the machine 
method to both the ledger and the voucher systems. 
Chapter XII and XIII explain the use of machines 
in accounting for stock and material control. Chap- 
ter XIV deals with payroll accounting systems, the 
proper surveys and routine analysis, and the ex- 
planations of the routines in general use. Chapter 
XV on general and subsidiary ledgers gives an out- 
line of a general accounting system under me- 
chanical methods. This outline gives a very clear 
description of the handling of accounts receivable, 
accounts payable, commissions, and general and ex- 
pense ledger postings, detailing just how the ma- 
chines should be used. Chapter XVI embraces the 
statistical and miscellaneous applications of the 
machines and explains the various uses which can 
be made of mechanical accounting devices in this 
field. 

The reviewer has been very favorably impressed 
with the orderly manner in which the different sec- 
tions have been handled. Each section begins with 
a discussion of the various methods of handling the 
section in question, carefully outlining the different 
systems in use, then proceeding with a complete 
routine analysis and survey to determine whether 
mechanical accounting machines are practical in 
this particular section of the accounting depart- 
ment. If machines are practical, what type of ma- 
chines should be used and what forms are needed. 
The detail operations of the machines are then de- 
scribed and the duties of the different operators 
are outlined. 

The book is well supplied with illustrative forms 
and charts, the forms being the ones generally used 
with mechanical equipment and the charts showing 
the routine followed in the different sections of the 
accounting department. 

This book will fill a long felt need among the 
practitioners and instructors in accountancy be- 
cause of the unmistakable trend from accounting 
by manual pen methods to accounting by the ma- 
chine method. The complete analysis and surveys, 
together with the charts and forms illustrated will 
be a great aid to anyone installing systems whether 
the system be mechanical or manual. 

Wayne F. Gress 


Der betriebswirtschaftliche Gewinnbegriff in seiner 
historischen Entwicklung. (Evolution of the 
Concept of Profit), by Franz Josef Dusemund. 
C. E. Poeschel, Verlag, Stuttgart, 1929. 146 
pages. 

The author, with characteristic German thorough- 
hess, surveys the profit concept from antiquity 
through the middle ages and the mercantilist’s era 
down to date, and briefly presents the ideas of a 
large number of writers in their historical sequence. 
The authorities cited are selected so that the busi- 
hess view of profit shall be, as far as possible, the 
one under consideration, rather than social profit. 
The resulting text is not, therefore, concerned so 
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much with profit considered as an element in the 
distribution of wealth, as with profit from the prac- 
tical business and accounting standpoint. The more 
recent authorities cited are for the most part 
writers on accounting or business administration. 

Sifting the essentials of the various ideas seen 
in the literature, the author finds two different 
aspects of profit which, expressed or implied, under- 
lie the various views more or less persistently 
throughout. The one aspect associates profit with 
fortuitous or conjunctive gains due to value dis- 
locations, crises, fluctuating gold standard—a specu- 
lative return. The other associates profit with 
creative labor, whether physical or mental, as a 
recompense for productive and selling activities 
and risks—a species of wages. 

These conflicting concepts have each had their 
special eras and advocates. Unrestrained accumu- 
lation of wealth without labor in the Roman Em- 
pire was followed by the medieval doctrine against 
interest and by an emphasis in the days of the 
craft guilds upon labor as the only real source of 

in. Later, with the development of world com- 
petition and, still more recently, with the violent 
changes in the purchasing power of money, the 
tendency has been to see more forcibly the specu- 
lative nature of profit. 

Accounting, being most intimately concerned 
with calculations, has in late years become conscious 
of the possible effect of these concepts upon its 
computations. As a result, the later writers re- 
ferred to by the author have been debating various 
suggestions, such as: speculative profit from fluctua- 
tions should be segregated from the purely operat- 
ing profits by using present market prices in in- 
ventories (Schmidt); only outlay or past prices 
should be used (Osbahr); real profit is the total 
profit for the life of the enterprise because periodic 
estimates of partial profit do not offset one fluctua- 
tion against another (Schmalenbach); wages con- 
stitute a prepaid share in profit (Nichlisch) ; flue- 
tuation in the value of land is profit but not income 
(Leitner). 

On the whole, it is a stimulating little book, and 
one which leaves the impression that our own litera- 
ture of accounting has been largely busy depicting 
“good practice,” to the damage, through neglect, 
of consistent, well thought-out theory. 

A. C. Lrrrizton 


Morgins, Expenses, and Profits in Retail Hardware 
Stores. Secrist and Folse, A. W. Shaw Company, 
Chicago, 1928. 174 pages. 

This book is a recent number of the Northwestern 
University Business Studies, published for the Bu- 
reau of Business Research. The relationships of 
margins, expenses, and profits to volume of sales 
and to city size are the principal subjects examined. 
The reports of 487 retailers of hardware to the 
National Retail Hardware Association on their 
expenses and earnings for 1923, 1924, and 1925 were 
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made available. The monograph is a model of 
thoroughness. The data are intensively studied; 
the methods are fully described; and the results are 
presented both in detail and in excellent general 
summaries. 

The study is divided into two main parts. The 
first part, by Professor Secrist, uses simpler statisti- 
cal methods, primarily averages and frequency dis- 
tributions. The second part, by J. A. Folse, is 
much more complicated. He studies the relation- 
ship of margins, etc. to two variables at the same 
time, and gets a three-dimensional diagram show- 
ing the whole range of variation with volume of 
sales and size of city. He superimposes the areas 
of margin and expense, and shows profit as the 
difference. From the same data, he gets contour 
lines showing the various combinations of volume 
of sales and size of city that give the same height 
of margin or expense. 

Such a study is of great interest to students of 
retailing, of statistical method, and of accounting, 
as well as to the men in the trade itself. It is of 
more interest to the statistician than to the account- 
ant. Therein lies a possible weakness. We are told 
in the introduction that a careful analysis of the 
comparability of the details submitted was made 
before the intensive study was begun. Without im- 
plying the least doubt of the thoroughness of this 
study of comparability, the reviewer would have 
liked to have seen as extended a discussion of this 
point as is given to others of less vital importance. 
For example, the conclusion is drawn that a very 
small business cannot normally be expected to 
make a profit. Profit is the difference between 
margin and expense, and expense includes salaries 
and earnings on owner’s capital. Is it true of the 
small men that they are interested “primarily in 
their profits”? (p. 81). Are they not interested 
only in getting a living? Is it not possible that 
the reason for the low profit lies in part in the 
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high salaries they pay themselves? How could we 
determine whether the saleries were low or high? 
Comparability of data from small and large busi. 
nesses is a difficult affair, and should have received 
more attention. Comparability of the data asa 
whole is not enough. The data are given a most 
exhaustive treatment; the number of cases in cep 
tain of the subdivisions is not large. The elaborate 
methods of part two tax even the finest material, 
Where the whole range of variation is shown, or 
where averaging is so little used, the data must be 
highly comparable because there is so little to offset 
a slight defect. And profits are so small that slight 
defects count. 

The second part appears to add little to the 
practical conclusions of Professor Secrist’s section, 
It contains a most interesting statistical method, 
explained and justified most carefully. After get 
ting five plane surfaces, Mr. Folse developes a 
method of correction so that the surfaces join 
smoothly together. This is interesting, but the 
gain in accuracy is small. The method may add 
enough to justify the expense where many stand 
ready to divide the burden. For ordinary pur 
poses and with ordinary data, the simpler methods 
of part one are probably sufficient. 

This study deals with a few problems and bases 
its examination of them on a large number of 
cases. An alternative method would be to take a 
smaller problem and examine it more thoroughly. 
Both methods have their merits. Each supplements 
the other. How far we should go in extending the 
number of cases and how far we should restrict 
the problems studied is a question of judgment 
in each particular case. The quality of judgment 
will be decided by the results of the study. The 
work here reviewed is an excellent example of 
statistical methods dealing with a few aspects of 
a large number of cases. 

R. S. Mertam 
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UNIVERSITY NOTES 


UNIVERSITY OF AKRON 


Mr. W. H. Rowe, assistant professor of 
finance and accounting, is leaving the depart- 
ment to enter the Division of Finance of the 
Bureau of Agricultural Economics at Wash- 


= O. J. Marsh is also leaving his work in 
accounting to accept a position at Western 
Reserve University. 
Mr. Alvin T. Beatty is to be a new mem- 
ber of the department. 


BAYLOR UNIVERSITY 

Mr. W. F. Smith, C. P. A. of Upleger and 
Co., who has been a lecturer in the depart- 
ment, is resigning his position and Mr. D. 
Hudson, cashier of the university, will assume 
this work. 

Professor M. S. Carroll has been continu- 
ing his graduate study at the University of 
Chicago this summer. 

Students majoring in accounting have this 
year organized a society to promote further 
interest in the subject of accounting. 


UNIVERSITY OF CALIFORNIA 


During the fall semester Associate Pro- 
fessor C. C. Staehling will be on sabbatical 
leave to complete work on a book on “Partner- 
ships and their Accounting Problems.” Mr. 
Lewis Lilly of McLaren and Goode, Certified 
Public Accountants, San Francisco, will as- 
sume some of Professor Staehling’s work. 

Professor H. R. Hatfield is in Europe at- 
tending the International Congress on Com- 
mercial Education at Amsterdam. He will 
return in September in time to attend the 
Accountant's Congress in New York. 


UNIVERSITY OF CHICAGO 


Mr. C. Rufus Rorem has resigned to accept 
a three-year appointment with the Committee 
on the Cost of Medical Care. Mr. Rorem will 
have charge of the studies of costs and finan- 
ces of hospitals and other medica] institutions. 


UNIVERSITY OF COLORADO 


Dean F. A. Bushee will return soon from 
Europe from a year’s sabbatical leave and 
resume his duties as dean of tlfe School of 
Business Administration and head of the De- 


partment of Economics and Sociology. Dur- 
ing his absence Mr. E. I. Fjeld has been 
acting as dean and Mr. J. G. Johnson as head 
of the Department of Economics. 

Mr. Fjeld has been promoted to the rank 
of Professor and will be on leave next year to 
pursue graduate studies at Columbia Univer- 
sity. 

Mr. H. W. Kendrick, formerly an instructor 
in accounting in the department, has been do- 
ing graduate work at the University of Illinois 
and will return this fall as assistant professor 
of accounting to take charge of some of the 
work of Professor Fjeld. 


GEORGIA SCHOOL OF TECHNOLOGY 

Associate Professor E. B. Meriwether, As- 
sistant Professor Parker M. Holmes, and 
Instructor L. L. Antle are leaving the depart- 
ment, J. T. Trebra, instructor in govern- 
ment, M. R. Brewster, assistant professor of 
marketing, T. M. McClellan, instructor in 
accounting are to join the staff this fall. 

The research committee of the department 
has published a survey of Atlanta real estate 
and a mimeographed report on ‘Brand Famil- 
iarity.” 

A new bill is before the Georgia legislature 
concerning the practice of public accounting, 
which it is felt, will be quite favorable to col- 
lege men. Twelve Georgia Tech. men took 
the May C., P. A. examination. 


UNIVERSITY OF ILLINOIS 


Dr. L. O. Foster, instructor in accounting, 
goes to Western Reserve University as as- 
sistant professor of economics to take charge 
of the work in accounting. Dr. J. W. Han- 
sen has accepted a position as assistant pro- 
fessor of business law at Syracuse University. 

W. E. Campbell and Daniel Borth are leav- 
ing to enter public accounting offices in Chi- 
cago. Dr. E. L. Theiss has had charge of the 
course in Budgets and Accounting Control the 
past year. 

During the year twelve master’s theses 
have been written in the field of accounting. 
Registration in advanced accounting courses 
has been the largest in the history of the de- 
partment, 98 being registered for the senior 
income tax course and 85 for the problem 
course. Eight of the thirteen seniors awarded 
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high honors on Honors Day were accounting 
majors. 


UNIVERSITY OF INDIANA 


Associate Professor C. E. Johnston has re- 
signed and his place is to be taken by Mr. 
Thomas Rogers from Drake University. Mr. 
J. W. McAtee, assistant professor of business 
law, will be on leave of absence for the coming 
year. His place will be taken by Mr. Gerald 
Redding. 

Mr. A. L. Pickett has been promoted to 
the rank of Professor and Mr. R. M. Mikesell 
to that of Assistant Professor. 


UNIVERSITY OF KENTUCKY 


Mr. R. Sullivan, instructor in economics, is 
leaving the department and Mr. A. J. Law- 
rence is to take his place. 

Professor Robert D. Haun has prepared 
a manuscript on “The Analysis of Financial 
Statements for Credit Purposes” for the 
Louisville Credit Men’s Association. Profes- 
sor Colvin P. Rouse published in the Kentucky 
Law Journal of May an article on “Some 
Anomalies in the Kentucky Negotiable In- 
struments Law.” 


MARQUETTE UNIVERSITY 


Mr. Herbert T. Korth is leaving to take a 
position with the Wadhams Oil Company as 
statistician. Mr. George W. Knick after two 
years with the Walgreen Drug Company and 
at the University of Chicago is returning to 
the department to take charge of the courses 
in business mathematics and in statistics. 

A first-year text by Associate Professor 
Leo A. Schmidt is being published for fall 
use by Prentice-Hall, under the title “Me- 
chanics of Accounting.” 

A new course in Accounting Systems is be- 
ing added to the evening curriculum and will 
be conducted by Mr. Schmidt. 


UNIVERSITY OF MICHIGAN 


Mr. G. R. Husband has been instructor in 
accounting during the past year while con- 
tinuing work toward his doctor's degree. He 
returns this fall to the College of the City of 
Detroit, where he is in charge of work in 
accounting. Mr. Stuart Mead, assistant in 
accounting, goes to Lehigh University as in- 
structor in accounting. Mr. W. T. Crandell, 
in charge of accounting at Carnegie Institute 
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of Technology, comes to Michigan this year to 
assist in accounting and do graduate work, 

Professor W. A. Paton has been on leave 
of absence during the past semester engaged 
in professional work and writing. Dr. H. F, 
—— has been promoted to assistant pro- 
essor. 


STATE UNIVERSITY OF MONTANA 


Professor Crumbaker is continuing his 
leave of absence for another year of study at 
the University of Wisconsin; all other mem- 
bers of the department are returning. 

Dean Line has been sponsoring, under the 
Extension Division, a series of Retail Insti- 
tutes in different towns in the state. These 
institutes have been well attended and the 
response of retailers has been very encourag- 
ing. Regular staff members have carried the 
summer session work this year. 


NEW YORK UNIVERSITY 
Mr. William S. Schlank, A.M., has been.ad- 
vanced to the rank of assistant professor of 
the mathematics of accounting. 


UNIVERSITY OF NORTH CAROLINA 


Mr. C. B. Sparger is receiving his M.D. 
from the university this summer and has also 
received his Master’s degree in Commerce. 

Mr. E. E. Peacock has been assisting the 
state County Advisory Commission in teaching 
the county accountants of the state how to 
keep proper records. He has also been aid- 
ing the State Tax Commission in studying the 
tax burden of North Carolina industries. Mr, 
Peacock is also practicing public accounting 
with the firm of Rogerson and Peacock, 
Chapel Hill, North Carolina. 


STANFORD UNIVERSITY 


Theodore Yntema will be acting associate 

professor of accounting during the coming 
year. 
The publication date of Professor Jackson's 
Auditing Problems is announced as August 81. 
Economics of Accountancy, by Professor John 
B. Canning, will be off the press in Septem 
ber. Professor Carl B. Robbins is just com 
pleting the manuscript of a book on corpors 
tion fimance. All will be Ronald Pres 
publications. 

A law has recent!y been passed prohibiting 
uncertified accountants from practicing in the 
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state. The usual waiver clause will protect 
those now practicing. 


UNIVERSITY OF NORTH DAKOTA 


Mr. Luther H. Lyon, head of the account- 
ing department in the School of Commerce, 
has accepted a position with Prentice-Hall, 
Ine. 

Mr. Carmen G. Blough, M. A. University 
of Wisconsin, C.P.A. Wisconsin, has been ap- 
pointed to head the department of accounting. 
Mr. Blough has been corporation auditor of 
the income tax department of the Wisconsin 
Tax Commission, Public Utilities statistician, 
and is now secretary to the State Board of 
Public Affairs and financial adviser to the 
legislature and the governor. 


NORTHWESTERN UNIVERSITY 


The following men are leaving the depart- 
ment: O. F. Culp, lecturer in accounting; T. 
N. Dickerson, teaching fellow; R. C. Brown, 
C.P.A. lecturer. 

Mr. W. H. Bamberg, M.B.A., C.P.A., is to 
be assistant professor of accounting and insur- 
ance. 

Mr. J. V. Tinen gave a year course in ac- 
counting to the members of staffs of members 
of the Chicago Stock Exchange, also a series 
of lectures to staffs of members of the Chicago 
Board of Trade. Mr. John Bartizal, lecturer 
in accounting, has opened an office under the 
name of John Bartizal and Company, Certi- 
fied Public Accountants. 

Mr. Harry Baumann has succeeded Mr. 
Finney as editor of the students’ department 
of the Journal of Accountancy. Professor 
Himmelblau is president of the Illinois 
Society of C.P.A.’s. Mr. Himmelblau is pre- 
paring a paper for the International Congress 
on Accounting in September. 

Of the 26 candidates who passed the May 
C.P.A. examination, 18 were Northwestern 
men. Mr. Henry Bauling received the gold 
medal and C. A. Bickel the silver. 

There are now 88 members of the account- 
ing staff, 16 primarily public accountants, 9 
with business houses, and 18 teachers. Regis- 
tration in accounting last year showed 5,817 
the first semester and 4,956 the second. 


OHIO UNIVERSITY (ATHENS) 
Mr. Milo Kimball, associate professor of 
finance, is leaving the department. Mr. Ern- 


University Notes 211 


est E. Ray is to be assistant professor of ac- 
counting. 

An accounting seminar for advanced stu- 
dents was offered during the past year. 


OREGON STATE COLLEGE 


Mr. M. T. Smartt, instructor in acco 
is leaving the department and Mr. H. K. Rob- 
erts is to take his place. 

Mr. Curtis Kelly has been promoted to as- 
sistant professor of accounting, Mr. L. C. Ball 
associate professor, Mr. F. L. Robinson as- 
sociate professor, Mr. E. F. Bosworth pro- 
fessor. 

Professor Bosworth will participate in 17 
business institutes this summer under the 
auspices of the Extension Division. 


PENNSYLVANIA STATE COLLEGE 


Dr. D. H. McKinley, assistant in account- 
ing for the past two years, is leaving to take 
up the study of law at Western Reserve Uni- 
versity. Mr. H. H. Williams, a recent gradu- 
ate of Penn State, will succeed Mr: McKinley. 

The Pennsylvania Institute of Accountants 
recently organized a Harrisburg chapter and 
Mr. C. L. Rowland of this department is a 
charter member of the chapter. 


UNIVERSITY OF SOUTHERN CALIFORNIA 


Mr. T. Hayes Anglea comes from the Uni- 
versity of Washington as assistant in ac- 
counting. . 

Mr. H. Dean Campbell, C.P.A., has opened 
new offices. 

Language requirements have been reduced 
and new courses in Report Writing and State 
Taxes have been added to the curriculum. 


SYRACUSE UNIVERSITY 


Mr. Thomas J. McCormick, assistant pro- 
fessor of accounting, has been attending the 
summer session at Columbia University. 

Professor G. E. Bennett has been appointed 
a member of the board of C.P.A. examiners 
of New York. Mr. Bennett has just received 
a doctor’s degree in the field of legal philoso- 
phy from the Graduate Seminar of Science 
of the Chicago Law School. 

A chapter of Beta Alpha Psi, national ac- 
counting fraternity, was installed at Syracuse 
this spring by Professor Taylor of Ohio State, 
the national secretary. 
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UNIVERSITY OF VIRGINIA 

Mr. Archer S. Campbell, instructor in ac- 
counting, has been appointed professor of 
business administration at Emory and Henry 
University. 

Mr. Cecil D. Smith has been appointed in- 
structor in accounting. Mr. Smith has been 
serving as secretary to the board of education 
of Dallas, Texas. 

A chapter of Beta Gamma Sigma, honorary 


commerce scholarship fraternity, has ‘ell 
established at Virginia. 


UNIVERSITY OF WASHINGTON 

Mr. Donald McKenzie has taken over tim 
work in management, a position vacated by tia 
resignation of Mr. K. E. Lieb. Mr. FL @ 
Ball of Oregon State College is to assist int 
department this year and continue gradually 

work toward his M.A. 4 
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